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A Banker's Diary 





THOUGH the companies have not yet been registered, particulars have now 
been announced of the constitution and capitalization of the two new finance 
corporations to assist in the finance of reconversion. The 
The New larger concern, to be named the Finance Corporation for 
Finance Industry Ltd., has the object of providing ‘‘ temporary or 
Corporations longer period finance for industrial businesses with a view to 
their quick rehabilitation and development in the national 
interest’; the smaller Industrial and Commercial Finance Corporation will 
specialize in supplying medium and long-term capital for small and medium- 
sized businesses in amounts of from {£5,000 to £200,000. In his statement 
to Parliament, the Chancellor emphasized that these two companies are being 
created on the initiative of the banking, insurance and investment sections 
of the financial community. They will have no special privileges (in relation, 
for example, to the capital issues control) and will not be subject to Govern- 
ment direction, though the appropriate Government departments will be 
kept informed of the nature and extent of all major developments being 
considered by the Finance Corporation, in order that the policy of the company 
may conform to the general economic policy of the Government. The capital 
of this concern will ‘be £ 25 millions, subscribed in about equal proportions 
by the insurance companies, the investment trust companies and the Bank 
of England. It appears, however, that no more than 2 or 2} per cent. of this 
nominal capital is likely to be actually called up. The great bulk of the actual 
resources employed will, therefore, derive from the company’s power to borrow 
an additional {100 millions from the clearing and Scottish banks. 


TuIs arrangement, leaving the equity in the hands of those sections of the 
investment machinery normally concerned with long-term investment, is 
clearly an admirable device for making the resources of the 
Subscribers’ banks available to industry on a rather longer-term basis 
Liabilities than in the case of a normal bank advance, without involving 
undue risk to their depositors. The banks, in fact, will be 
covered to the extent of 25 per cent. of every loan by the reserve liability 
accepted by the subscribers. From the point of view of the latter, the arrange- 
ment has perhaps not so much to commend it. Since only a tiny fraction of 
the capital is to be paid up, and since it appears that the dividend on the 
paid-up portion is likely to be limited to 4 per cent., it follows that the insurance 
companies and investment trusts will be unde rtaking a substantial capital 
liability for an infinitesimal return. An insurance company, for example, 
might have to make itself liable for £100,000 in exchange for an annual return, 
after income tax, of £40 or £50. 

It is obvious that a normal commercial venture floated on these lines 
could not expect to attract subscribers very readily ; and the proposed set-up 
does, in fact, involve some element of concealed subsidy to industry. While 
nobody questions the desirability of cheap finance for reconstruction, it would 
surely be appropriate that any subsidy should be given by the Treasury rather 
than by private institutions. On the other hand, it is made clear that the 
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new Corporation is not intended to carry out “ rescue work,” nor to embark 
on plans for the reconstruction of whole industries, but will operate on some- 
thing like commercial lines. Profit-making will not be their primary object, 
but both companies will conduct their operations “‘ on the broadest possible 
basis consistent with reasonable commercial prudence.” In fairness to the 
subscribers, some degree of produce is certainly called for ; yet, on the other 
hand, if this were carried too far, the Corporation might fall short of fulfilling 
its basic function. This is to provide finance “‘ where circumstances make 
normal banking accommodation inappropriate, where through some temporary 
cause a market issue cannot be made or where the amount required, or the 
extent and character of the necessary enquiries, puts the operation for a 
time outside the scope of the normal capital issue channels.’ 


TuHE Industrial and Commercial Finance Corporation is to have a capital of 

£15 millions and borrowing powers of £30 millions. Apart from a token 

subscription of £500,000 by the Bank of England, the whole 

A Book _ of the capital is to be subscribed by the clearing and Scottish 

Entry ? banks in proportion to their resources, as shown by the 
following table : 


Bank of England oe “fa a os sa a ea pn, 
Bank of Scotland ue 7 ies = a a aia 205,000 
Barclays Bank Ltd. .. ee ee — “a bt aa 2,638,000 
British Linen Bank .. ba ic i ie ‘i << 165,000 
Clydesdale Bank Ltd. ia ‘ne rm on ae 190,000 
Commercial Bank of Scotland Ltd. on s a wa 254,000 
Coutts & Co. .. a <s a ne vay ne as 119,000 
District Bank Ltd. .. as = ss ‘5 ‘A in 509,000 
Glyn Mills & Co. “ar i es rr ia Pa a 173,000 
Lloyds Bank Ltd. - a ii aa ‘i mar aie 2,338,000 
Martins Bank Ltd. .. ea a <a re i as 580,000 
Midland Bank Ltd. .. se ~ +s i i F 2,761,000 
National Bank Ltd. .. eis - aa aa es 100,000 
National Bank of Scotland Ltd... oi ae ee ve 195,000 
National Provincial Bank Ltd. ini rv ee ae ea 1,674,000 
North of Scotland Bank Ltd. na iva es a _ 125,000 
Royal Bank of Scotland in ia ad ea ais ms 333,000 
Union Bank of Scotland Ltd. rer ny ms a “s 162,000 
Westminster Bank Ltd. ea res 7 rae pa 1,740,000 
Williams Deacons Bank L td. * ne x = a 239,000 

Total .. “s .. £15,000,000 


There will be eight directors: the chairman nominated by the Bank of 
England, one director by each of the Big Five, one by the Scottish banks 
and one by the smaller clearing banks. It is pointed out that the medium- 
sized loans contemplated (from {5,000 to £200,000) are the kind of amount 
that would not justify, or even possibly permit of, a public issue of capital ; 
and it is emphasized that the company’s function will be the provision of 
medium- and long-term credit and not the granting of revolving or self- 
liquidating advances. The member banks will not interfere in the day-to-day 
management of the company. Indeed, the only effect of its establishment 
would seem to be to transfer decisions on the loans involved from the advances 
manager of the individual bank to an independent board assisted by technical 
advisers. Whether this is an advantage or the reverse must remain a matter 
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of opinion. Since the whole of the resources involved, both capital and 
borrowed funds, will come from the banks, however, it is difficult to see that 
in the last analysis this concern amounts to a great deal more than a book entry. 


In the special circumstances of the post-war period, it can hardly be denied 
that there is definite scope for new financial institutions of thiskind. It may 
be doubted whether before the war the famous ‘‘ Macmillan 
Post-War 2aps’”’ really existed on any appreciable scale. But such gaps 
Credit might very well emerge and become serious during the re- 
Gaps construction period. It will be necessary to deal, for example, 
with a number of businesses closed down as a result of the 
concentration of industry programme, and with other businesses adversely 
affected by the war, as well as a number of new enterprises. While the total 
resources of the two companies, amounting to {175 millions, do not sound 
very impressive in relation to industrial capital needs that must easily exceed 
£1,000 millions in the first years after the war, it has to be remembered that 
the new Corporations are not intended to displace any existing channels of 
finance but merely to supplement them. On the face of it, the new concerns 
should be able to make a valuable contribution towards industrial reconstruc- 
tion, and it is to be hoped that they will have a happier history than some 
of the earlier enterprises designed to tackle this problem, discussed in a special 
article in this issue. In fact, as Lord Wardington pointed out at the 
annual meeting of Lloyds Bank, their successful working will depend on the 
quality of the management. In support of the new institutions Lord 
Wardington made the points that the maximum participation of the banks 
in both institutions would only increase the ratio of advances to deposits by 
3 per cent., and that their commitments in meeting any special post-war 
credit gap should be openly displayed. (Incidentally, he also revealed that 
Lloyds Bank are still far from having reached their E.P.T. profits standard.) 
At the Midland Bank meeting, Mr. Sadd mentioned that the advances of the 
new institutions might in some cases take the form of participations in share 
capital—a development that would bring the British banks for the first time 
to the fringe of industrial banking. 


THE American bankers have now published their own so-called alternative 
proposals to Bretton Woods. These consist chiefly of a plan for an interna- 
tional bank, ostensibly to do the work both of the Bretton 

U.S. Bankers’ Woods Bank and Fund, but with a much smaller American 

‘* Alternative ’’ participation, together with the proposed repeal of the 
to Bretton Johnson Act, to permit loans to “ defaulters ” on 1914/18 
Woods war debts. The accompanying comments make it fair to 

say that the underlying object is obviously to try to induce 

other countries to abandon exchange restrictions and return to a rigid gold 
standard, in return for dollar loans. The only significance of the proposals, 
therefore, is that this piece of lobbying will doubtless carry some weight 
with Congress. It is, nevertheless, disheartening that all the discussion of 
the past two years has left the American bankers without the slightest con- 
ception of what the Monetary Fund was all about. For example, it is objected 
that “‘ if credit is too easily available, governments are apt to use it.”” There 
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is no glimmering of the notion that if the parity initially fixed for a country’s 
currency is too high, it must automatically overdraw until equilibrium is 
restored (and that the degree of over-valuation depends not only on its own 
internal policies but still more on the policies of the most important trading 
countries). Conversely, of course, no government could touch the credit in 
the Fund if its currency were in equilibrium or under-valued. It is taken 
for granted that other countries will allow the dollar to be permanently over- 
valued, so that any dollars in the Fund will automatically become exhausted ; 
on this basis, American participation in the Fund becomes just one more 
loan—and they intend to see that the lender lays down any conditions he 
chooses, including political ones. 

Thus, it is argued that political considerations must inevitably enter the 
management of such an institution, and that it can be used “ either to encourage 
or to hamper the spread of the benefits of private enterprise.”” And since 
the Bretton Woods Fund would contain representatives of some countries 
‘which do not have the same understanding and appreciation of private 
enterprise that we do,” the bankers propose to remain in full command of any 
dollars the United States put up. In modern terminology, this amounts 
to saying that a creditor country is perfectly entitled to follow deflationary 
policies that cause a shortage of its currency, and then to impose political 
conditions on the countries experiencing the shortage, who are expected to 
come cap in hand for direct loans. So far as this country is concerned, at 
any rate, the answer can be given in two words: Nothing doing. 


In the first half of January, the National Bank of Belgium resumed publication 
of its returns, and these show only too clearly that credit is once again ex- 
panding rapidly. The immediate effect of the monetary 

Renewed purge of October last was to reduce the effective note circula- 
Expansion tion from about Fcs. 100 milliards to Fcs. 29 milliards. By 
in Belgium February 1, it had again risen to Fes. 45} milliards, and 
Fcs. 2.8 milliards of this increase had come about in the three 

preceding weeks. In other words, the note expansion has been renewed at 
a pace that would restore it to the pre-liberation peak within about a year. 
This is, of course, the result of the prolongation of the war, since large Allied 
forces still operating in Belgium have to be paid in Belgian currency. For 
the same basic reason, the monetary purge was not successful, as had been 
hoped, in eliminating the black markets, since shipping has been needed for 
war purposes and we have, therefore, not been able to make supplies available 
to Belgium on any scale. This is not entirely a matter of military exigency, 
but also involves considerations of policy ; the Belgian Press has been asking, 
very pertinently, why it has been a matter of absolute priority to employ 
shipping in maintaining the very adequate food standards of this country, 
which possesses ample ‘stocks, and impossible to release shipping to achieve 
the much lower agreed standard for Belgium. The position is very similar 
in France, where the black market continue s to flourish with prices at extremely 
high levels. It would be premature to suggest that the Belgian experiment 
has failed, since basic wages all-important factor—remain under control 





and the present difficulties are of their nature transitory. In France, however, 
basic wages are now 280 to 300 per cent. of the 1938 level (400 per cent. in the 
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case of lower-grade civil servants) and the official rate of Fcs. 200 is, therefore, 
quite unrealistic. 


It will be recalled that Mr. Charles Madge, working from a very small sample 
of working-class budgets, arrived at the conclusion that the distribution of 
war savings was extremely uneven. These conclusions have 
Working- been confirmed by a more extensive enquiry carried out for 
Class the British Institute of Public Opinion by Henry Durant 
Savings and J. Goldmann. According to their statistics, the poorer 
52 per cent. of families own no more than g per cent. of the 
aggregate savings, whereas at the other extreme 12 per cent. of the families 
own half of the total savings.’’ If the families without earners—mainly old- 
age pensioners or those with men in the Forces—had been included, the 
degree of inequality in the distribution of savings would have been slightly 
increased. The general conclusion is that, in spite of several years of 
abnormally high earnings and restricted outlets for spending, “‘ the bulk of 
the working class population have comparatively insignificant holdings of 
money savings.” In this event, it seems likely that on leaving the Forces 
the average private or N.C.O. may emerge under the new gratuities scheme 
with a more adequate nest-egg—contrary to the general impression in the 
services—than his fellows in civilian life. The post-war credits announced 
in 1942 have now been supplemented by {£200 millions of gratuities, making 
a total of £350 millions on capital account, in addition to £350 millions covering 
two-months’ paid leave and a civilian outfit valued at {12 per head. 


By a new Order in Council, which has to lie on the table in Parliament for 

twenty-eight days, the Bank has taken power to call in the larger notes of 

denominations of {5 and upwards (this power having extended 

Calling hitherto only to the {1 and Ios. notes). It will be recalled 

in Large that in April 19435 the issue of notes of £10 and upwards was 

Notes suspended, and it is probable that only notes of these denomina- 

tions will actually be recalled, the “ fivers’”’ remaining un- 

affected. The main object of the recall is undoubtedly to assist in the enforce- 

ment of the exchange regulations, though it will also render more difficult the 

evasion of some other regulations, including tax evasion. A further effect 

will be to isolate the substantial volume of large notes held abroad, not all 

of them printed by the Bank of England. Some of the legal implications of 
the recall of notes are discussed in an article in this issue. 


Tue British delegation has now published its report on the International 
Business Conference at Rye, discussed in a special article last month. A 
striking feature of the conference were the liberal and en- 
The Rye lightened views expressed by the American delegation on the 
Conference basic problems of international trade, for ex ample i in the follow- 
ing passage: ‘‘ The United States can validate the presently 
contemplated exportation of its capital for purposes of reconstruction and 
development only by attaining an eventual excess of imports over exports. 
To the extent that revisions in tariff may be necessary to reverse our prev ious 
American trade balances, such tariff revisions should be made.’ More 
explicitly, Mr. Robert Gaylord, President of N.A.M., pointed out that: “If 
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we are to export goods, we must receive payment for them in raw materials 
and in the manufactured goods of other nations ; second, if we are to export 
capital, we must be prepared to do so on a long-term basis and with the 
knowledge that it can be returned to us only in the shape of goods and services 
rendered by those who borrow ; third, that this can be done without lowering 
or adversely affecting the standards of our own country.” Even. more 
important, the section on Commercial Policy recognized that prosperity or 
depression in the major industrial countries is all pervasive: ‘‘ A particular 
responsibility, therefore, rests on them to curb the undue fluctuations which 
have hitherto characterized their economies.” 

All this is clearly most encouraging. Unfortunately, whenever one begins 
to rejoice over glimmerings of economic enlightenment across the Atlantic, 
some American bank is liable to publish a report and “ restore the status quo.”’ 
A recent Guaranty Survey, for example, advocates a post-war employment 
policy of which the main elements, believe it or not, are the prompt re- 
establishment of the gold standard and the abandonment of the theory of 
compensatory Government spending. 


IN our January issue, a contributor showed that the continuing increase in 
money in circulation had reduced the reserve ratio of the Federal Reserve 
banks from around go per cent. in 1940 and 1941 to 50 per 
Cut in cent. at the end of 1944. Since the legal minimum ratios 
U.S. Reserve were 40 per cent. against notes and 35 per cent. against 
Ratios deposits, it was pointed out that this strain might well continue 
for some time, but ‘“‘ there can be no doubt that the position 
will be rectified whenever necessity warrants.’’ Such action is now being taken. 
The authorities have ignored such indirect expedients as releasing the $1,950 
millions stabilization fund or issuing silver certificates at $1.29 an ounce 
instead of 50 cents, and have taken the straightforward course of introducing 
legislation to reduce the statutory minimum ratios to 25 per cent. against 
both notes and deposits. It has been estimated that this operation will free 
gold to the amount of $4,800 millions. The United States would thus be 
able to continue losing gold without strain on the credit position. 


In his annual statement, the chairman of the Bank of Montreal explains 
that the bank has been compelled, in accordance with, a decision of the Minister 
of Finance, to add back some $2,200,000 of transfers to con- 
Bank tingencies reserves to the income of the year 1943, the whole 
Profits in of which will, in fact, be taken in E.P.T. (subject to a 20 per 
Canada cent post-war refund). In his statement, the Minister declared 
that in his view the reserve allocations made by two or three 
banks may have represented an undue degree of conservatism, though he 
admitted that “no rule of thumb can be applied to determine the value of 
bank assets’ and that at the time the Canadian Government had not yet 
declared its intention to maintain a low level of interest rates after the war. 
For their part, the Bank of Montreal “ made it clear that, with a full sense of 
duty both towards the Bank and towards the nation at a time when Govern- 
ment revenues are so badly needed, neither those who are shouldered with 
the direct responsibilities of the Bank nor our auditors agree with the stand 
taken by the Minister.” 
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CLEARING bank deposits showed a somewhat sharper reaction in January 

than in the corresponding month of previous years. Of the apparent decline 

of £82.7 millions, as much as {50.5 millions is accounted for 

Sharp Fall by the normal contraction in cheques in course from the 

in Bank  end-December peak level, but even so “ true’ deposits show 

Deposits a fall of over £30 millions. It is clear that the revenue surplus 

achieved in the final weeks of January, coupled with the 

month’s savings, was more than sufficient to finance the deficit of the first 
part of January, thus accounting for the decline in deposits. 


CLEARING BANK RETURNS 


Jan. Change on: 

1945 Month Year 

£m. £m. £m. 
Deposits .. a os 4,462.2 — 82.7 + 500.0 
Cash ‘ih ae oe 459-7 — 40.2 + 43.9 
Call money a ae 197.7 — 0.9 + 40.4 
Discounts. . ais ais 159-4 + 12.7 + 21.3 
peo Se - hs 1,662.5 — 4.0 T 357-5 
Investments ee ne 1,165.3 + 0.7 + 16.8 
Advances ol - 752.9 — 0.6 + I1.1 


On the assets side, the fall in “ true”’ deposits is more than accounted 
for by the drop of over £40 millions in cash, representing a normal reaction 
from the exceptional liquidity of the year end, when the combined cash ratio 
rose as high as 11 per cent. In addition, T.D.R. holdings showed a very 
slight fall of £4 millions, the contraction in these two items being partially 
offset by a recovery of {12.7 millions in bill holdings. The main earning 
assets showed virtually no change. 


THE danger of a “‘ money trust,” once so vital an issue and now so frequently 
forgotten, was stressed by Mr. R. de B. Chamberlain, of the Belfast Banking 
Co., in his inaugural address as President of the Institute of 
Dangers of Bankers in Ireland. As he pointed out, a monopoly is “ none 
a ‘**Money the less a monopoly when wielded by and for the State than 
Trust’? when operated by private interests. . . . The State bank has 
unquestioned and unquestionable power to grant or withhold 
credit and dictate the terms thereof to this or that branch of industry or trade, 
and further to this or that individual customer. . . . The power inherent in 
a monopoly of credit, quite apart from the risk of honest mistakes in its 
exercise, lies temptingly ready to hand for ideological, political or even less 
dependable purposes. . . . It is ingenuous to suppose that the unqualified 
power to grant or withhold credit can have any other result than to stultify 
enterprise and force economic activity into fixed unalterable channels.”’ On 
the other hand, the existing system, though responsive to direction from the 
central government authorities, still enables the individual customer to 
“ bargain for credit,”’ to try his luck with the bank across the way. For the 
banks themselves, of course, the implication is that competition must continue 
to be keen and effective. That competition is a reality at present cannot be 
questioned ; but too many people in banking circles see the solution to all 
problems in agreements on concerted charges, rates or policies—in other 
words, in a system of monopolistic price-fixing. 
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Some Antecedents of the Finance 
Corporations 


T is one thing to say that the Macmillan gaps provide the raison d'etre of 

the new Finance Corporations, but quite another to associate Snowden’s 

well-known banking report of 1931 with the first citation of financial mal- 
adjustment and the years which followed with the earliest attempts at remedial 
action. Indeed, in retrospect, the Macmillan gaps might rather be looked 
upon as a modern definition of a chronic complaint, and in the light of present 
circumstances it will not come as a surprise to find that this derangement may 
be traced back to the last war. Actually 1916 was the critical year ; so here 
we have an almost equivalent date—judged by the progress of wars—to 1944, 
for at the peak of each of our two struggles with Germany, Parliament debated 
the possible shortcomings of finance in relation to tasks lying ahead. 

For a chronology and summary of earlier Parliamentary action, the reader 
cannot do better than refer to the excellent series of articles by R. D. Richards, 
Ph.D., entitled “‘ British Banking Inquiries,’ which appeared in the 1931/2 
issues of THE BANKER. For the present purpose, however, it may be recorded 
that the 1916 enquiry into British banking resulted from criticisms in the 
Commons by the President of the Board of Trade, who urged that the extension 
of commercial banking, as distinct from the more conservative form customary 
in this country, should be encouraged. He advocated that our banks must 
be more adventurous and, if this were not in consonance with their present 
system, he called for some additional institutions. Thus the outcome was a 
Departmental enquiry—the Farringdon Committee—‘‘ to consider the best 
means of meeting the needs of British firms after the war as regards financial 
facilities for trade, particularly with reference to the financing of large overseas 
contracts, and to prepare a detailed scheme for that purpose.” “Its report 
admitted ample facilities for both home trade and large overseas contracts, 
but found ‘“‘ ample room ”’ for a new type of institution able to afford financial 
facilities which were not possible under existing conditions and were described 
as: “‘ Advances for the extension of existing manufacturing plant, or perhaps 
for the amalgamation or co-ordination of works so as to reduce production 
costs. Also to assist such works to obtain orders abroad with reasonable 
financial facilities for executing these orders, giving preference to orders 
which were to be executed in this country.” 

So it was that the Commons vociferously demanded the institution known 
as the British Trade Corporation, “‘ and hoped that the efforts of the bankers 
and the commercial community would be directed towards making the scheme 
as strong and perfect as possible.”” It was set up under Royal Charter with 
a capital of {10,000,000 to ensure that traders would receive “ the assistance 
they had so repeatedly called for, but often failed to obtain, thereby being 
enabled better to meet the post-war problems and future competition in a 
way which had not always been possible in the past.”” As to the Corporation’s 
early history, all went well, and the Commons found its “ sphere of usefulness ’ 
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to be “‘ large.’’ As to the later history, the position was very different. Heavy 
losses were made, and from 1921 they were the cause of writing down capital 
and the disappearance of reserves, whilst nearly half the directors resigned. 
Eventually followed a change of name to the Anglo-International Bank, which 
concern ultimately became moribund. 

The close of the year 1917 saw another Departmental Committee set up 
by the Commons : 

‘to consider and report whether the normal arrangements for the pro- 
vision of financial facilities for trade by means of existing banking and 
other financial institutions will be adequate to meet the needs of British 
industry during the period immediately following the termination of 
the war and, if not, by what emergency arrangement they should be 
supplemented, regard being had in ‘particular to the special assistance 
which may be necessary (a) to facilitate the conversion of works and 
factories now engaged upon war-work to normal production; (b) to 
meet the exceptional demands for raw materials arising from the depletion 
of stocks.” 
Presented in November 1918, their report covered the field of its enquiry 
very thoroughly. Yet it did not go beyond stating that additional institutions 
similar to the British Trade Corporation might be required in the future ; 
but as the Corporation had not yet been firmly established as an integral 
part of the financial mechanism, it was thought that it would be better to 
utilize the mechanism already available for granting financial facilities rather 
than set up new types of credit institutions, such as trade banks or co-operative 
credit associations. The Committee anticipated that the banks would be in 
a position to meet demands for ordinary banking facilities, but that there would 
be difficulty in providing all the extended credit facilities. To meet this it 
recommended : 
(a) an increase in the capital of the banks, 
(b) acceptances by the banks of deposits for longer periods at fixed rates 
of interest, 
(c) the strengthening of industrial concerns by increase of capital. 

As to the outcome of these findings and recommendations, there is little 
to report except the registration in 1919 of the British Overseas Bank with 
an issued capital of £2,000,000, and with the object of facilitating our foreign 
trade, particularly in regard to the post-war financing of reconstruction in 
Europe. After financing some excellent Continental projects the bank, 
within ten years, experienced very adverse conditions: by 193I many of 
its assets had become frozen and thereafter progress was difficult. In 1939 
the position necessitated outside help from a banking group and trading was 
only continued at a loss. Having last year sold certain of its trading interests 
the current banking section was also disposed of and so the concern came to 
an end. 

The next banking development of any importance was in the year 1928 
when, following the Agricultural Credits Gommittee’s inv estigations, a rather 
different scheme to that recommended was launched, namely “the Agricultural 
Mortgage Corporation, Ltd., the share capital of which is held by the Bank 
of England and the joint stock banks with the exception, until recently, of 
the Midland. Set up when the movement towards agricultural protection 
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was under way, it has provided farmers with long-term loans on the mortgage 
of agricultural property. In turn, the resources of the Corporation had to be 
marshalled on an appropriate long-term basis; but as such funds were, in 
fact, raised at a costly figure just before the cheap money era, this meant a 
narrowing basic rate for their loans with the result that the Corporation has 
not been able to operate on a profit-earning basis. Indeed, in order to prevent 
a persistent loss of business, its rate for new loans was in 1934 reduced to 
4} per cent., necessitating subsequent Government subsidies. Recently the 
process has been carried a step further in order to implement a rate of 3} per 
cent. Apart from the question of competitive charge rates a partial explana- 
tion of the paucity of business prior to the present war was the limited 
popularity of the Corporation’s agricultural improvements loans. Since 1939, 
however, the Corporation has become more and more underlent and the 
reasons for this may be partly due to the fact that with wartime guaranteed 
prices for farming produce the industry has become credit-worthy. Then, 
beyond this, the banks, being themselves underlent and with agricultural 
loans well covered, short-term and self-liquidating, they have been able and 
seem likely to continue to be i in a position to administer adequately to agri- 
culture’s needs. 

The Wall Street crisis of 1929 and the world depression which followed 
provide the background to phase two of a survey of these earlier attempts to 
find capital for industry. Appointed by Treasury Minute, the Macmillan 
Committee sought ‘‘ to enquire into banking, finance and credit, paying regard 
to the factors both internal and international which govern their operations 
and to make recommendations calculated to enable these agencies to promote 
the development of trade and commerce and the employment of labour.”’ 
Recognising that industry was becoming more internationalized and that 
enormous changes in production lay ahead, the Committee probed into such 
complaints as (i) the banks financed international trade at the expense of 
home industry, (ii) the big man was favoured whilst difficulties were placed 
in the way of the small man, (iii) banks favoured financiers as opposed to 
industrialists. As a result of its investigations the Committee, among other 
things, then recommended : 

“Closer co-operation of industry and finance, particularly with a 
view to the latter acquiring better technical and all-round industrial 
knowledge. Pointing to a lack of intermediate and long-term capital 
and what branches of industry and production were affected thereby, 
the Committee called upon the banks to undertake a small proportion 
of longer term credit, but in the main sought their support for (i) institu- 
tions capable of financing long-term and large- -scale projects for, say, one 
or two or a group of industries ; (ii) a company devoting itself to smaller 
industrial and commercial issues up to, say, £200,000, which might also 
be associated with hire purchase or instalment sales and advances against 
deferred payment.” 

Since the date of the Macmillan Report, it may be said that opinion has 
differed widely as to the extent of the Macmillan gaps, the banking view 
being that in practice few borrowers of merit find it difficult to obtcin the 
assistance they deserve. The network of branch banks with managers having 
discretionary lending powers, plus the wider powers of advance departments, 
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have always placed a ready lending organization at the disposal of borrowers. 
Admittedly, advances are marked for short periods and the right to enforce 
the arrangements technically preserved ; but in practice a high proportion 
of these advances when due are automatically marked on, and to the un- 
informed it might prove surprising how protracted these borrowings often 
become—also how characteristic they are of what is envisaged when referring 
to the Macmillan gaps. So with this in mind and the fact that the post- 
Macmillan years have seen neither a narrowing of the credit base nor a slacken- 
ing in inter-bank competition, there is a natural official reluctance to admit 
any suggestion of restriction in the availability of credit over this period. 
That might be said to be the passive attitude with a certain amount of 
intangible evidence in support. On the other hand, a fair number of develop- 
ments can be scheduled as more direct evidence of the provision for industry 
of medium and long-term capital. In the first place should be mentioned the 
Bankers Industrial Development Co., for although in its inception it preceded 
the Macmillan Report, the company endeavoured to follow up the Committee’s 
advice and broaden its sphere of influence. Registered in 1930 with a nominal 
capital of £6,000,000, sponsored by the Bank of England and supported by 
the banks and issuing houses, the new concern was in effect a partnership 
between the Bank of England and the City. Having as its object the examina- 
tion of schemes to rationalize basic industries, it assisted approved projects 
to secure the necessary capital through the co-operative assistance of the City. 
After a decade of creditable reconstruction work, “ Bidco’s”’ capital was 
reconstructed to its present basis. But despite the excellence of its achieve- 
ment the company has, during the whole period of its activities, been inclined 
to gather to itself only such business as was not to the liking of the constituent 
banks. Now in the new order of things it is apparently not to form a nucleus, 
as was suggested by the Macmillan Committee: instead, it will be wound up 
and superseded by the Finance Corporation for Industry Ltd., a venture 
which, according to the Commons, will have somewhat different objectives. 
Existing facilities for supplying capital and credit to small and medium- 
size firms are, judged by the number of units, more numerous than many 
may imagine, but taken individually and in sum total the matter has really 
not gone far. Perhaps the best known concern is Credit for Industry, owned 
by the United Dominions Trust and sponsored by this company in 1934 at a 
time when the Bank of England had very large interests in it. The first year 
of the new venture, which had an initial capital of £250,000, saw a spate of 
applications for loans, but relatively few were justified and the profit on them 
for fifteen months negligible at little more than 1 per cent. of the capital. 
Five years later, the parent company reported that the work involved was out 
of proportion to the results and the return inadequate. The yearly figure 
for advances consistently ranged at about £350,000. Other projects with 
somewhat similar objectives are, first, the Charterhouse Industrial Develop- 
ment Co., formed in 1934 with a capital of £500,000 held by the Charterhouse 
Investment Trust and three outside interests. Its earlier profits were placed 
to reserve and were followed by two annual payments of 3 per cent., and 
4 per cent. for the last three years. The 1943 balance sheet included secured 
advances of {230,000 and other investments of £307,000. Then in 1935 
the Leadenhall Securities Corporation was founded, which has behind it the 
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financial resources and experience of the well-known bankers, J. Henry 
Schréder and Co. 

Whilst beyond these are a number of smaller financial concerns too 
numerous to mention individually, it would not do to omit reference to the 
work of the Special Areas Reconstruction Association pe Formed in 1936 
for the purpose of reviving enterprise in “ distressed ” “ special ’’ areas, 
this body has £1,000,000 authorized and issued capital, font, 000 paid, which 
was subscribed primarily by the City and industrial interests. The company 
has semi-official status, for the Government contributes to the expense of 
management and guarantees 25 per cent. of losses on loans, the normal 
maximum of which is {10,000 for five years. Almost from the year of the 
project’s formation, the ‘special areas were relieved first by an improvement in 
world trade, next by defence expenditure, and subsequently by intensive 
war production. The real objects of searching for new industries, so as to 
redress the old order of declining trade, have therefore not proceeded far. 
The last balance sheet recorded loans of £349,000. Finally, since the Macmillan 
recommendations included them, one should mention hire purchase finance 
companies, which come into the industrial picture as regards hire purchase 
facilities for machinery. However, perhaps a passing reference m might suffice, 
since the average credit involved is probably less than two years and, therefore, 
only just bordering on the fringe of medium-term accommodation. 

The foregoing resumé clearly shows that neither the post-war rehabilitation 
of British industry following 1918, nor the attempt from 1931 to develop home 
industries and to bring them into line with international competition, resulted 
in any outstandingly successful provision of medium- and long-term capital, 
as might be judged by volume and the recompense for services and attendant 
risks. So the question now is whether the present position justifies a repetition 
of more adventurous financial planning and whether this third attempt will 
bring success to the two new enterprises from which so much is hoped. Here, 
as regards the supply of credit, it is worth while pointing out that, whereas in 
1931 bank lendings figured at 54 per cent. of deposit liabilities (a high ratio 
which might reasonably have caused the Macmillan Committee some anxiety 
as to future supplies of industrial finance), today the ratio of lendings stands 
at but 16 per cent., thus indicating the banks are in a position to add a round 
£1,000,000,000 to their advances. On the side of demand for capital, however, 
our economic future combines not only the features of post-war industrial 
transition but also of such improved organization, mechanization and increased 
“PMH” as will put British industry on a truly international competitive 
basis. Our peacetime programme, too, significantly embraces full employ- 
ment. In effect, therefore, we shall as regards the future have to face, at 
one and the same time, the needs and opportunities of both 1918 and 1931. 
We should also plan in anticipation of the greater prospects of world economic 
development promised by the Atlantic Charter. In such circumstances, the 
need for all forms of capital appear well-nigh limitless. Surely, therefore, 
such conditions should not only fully occupy bank lendings, but also provide 
unique opportunities for auxiliary services. This being so, the inauguration 
of the new medium and short-term capital institutions should prove to be 
well-timed, and in playing an essential part both may reasonably hope to 


prosper. 
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The Sterling Area—Its Use and Abuse 
By Paul Bareau 


HE sterling area was originally a grouping of countries thrown, almost 
"T involuntary into some form of monetary cohesion by instinctive defence 

against the currency turmoils of the early 1930’s and the disintegration 
of the international gold standard system. Convenience, the pull of the 
British market and the long tradition of maintaining exchange reserves in 
London were the main architects of this currency “ bloc,’’ which gave its 
members in the 1930’s the double benefit of almost complete exchange stability 
within the area and of insulation from the forces of deflation which continued 
to afflict the countries that clung to their gold parities. 

With the coming of war, the sterling area changed both its membership 
and its character. It immediately lost its neutral adherents. Like everything 
else forming part of the texture of the British Commonwealth of Nations it 
became an instrument of total war. The gradual evolution of sterling exchange 
control was built within the frame of the sterling area. That area acquired 
something it had never had before: statutory definition. It became one 
of the essential means of defence for sterling, used consciously and openly 
for canalizing trade where strategic demands required it to be canalized, 
providing the means for every kind of discrimination both in commercial 
policy and in directing the flow of capital to and from the various members 
of the area. As with so many of the metamorphoses brought about and 
justified by the needs and arguments of total war, this one has found a strong 
and vocal body of permanent supporters. The debates on Bretton Woods 
have revealed how strong is the body of opinion which wishes to preserve 
the sterling area not as what it was, but as what it is: an instrument of 
economic warfare; a battering ram with which to open the door to un- 
willing markets ; a spiked fence of discriminatory devices with which to keep 
unwanted goods from unwanted sellers out of the Empire market. 

The metamorphosis and its significance as a departure from the traditions 
of British monetary policy can only be appreciated and understood by looking 
back on the growth and evolution of the sterling area between 1931 and 1939. 
Much material for such a review has recently been admirably presented as 
part of the League of Nation’s study on “ International Currency Experience— 
Lessons of the Inter-War Period.’’ Although the sterling area emerged in 
definite recognizable form from the turmoil that attended the breakdown 
of the gold standard in 1931, the system which then appeared to crystallize 
was not new. Within the framework of the gold standard—and particularly 
of the gold exchange standard—many countries that were nominally “ on 
gold’ were, in effect, ‘on sterling.’”’ They kept the bulk, not merely of 
the exchange reserves needed for their curzvent trade, but of the more static 
reserves required as backing for their currency, in the form of sterling balances 
and other short term assets. Most of t'.ese countries decided, in September, 
193I, when the pound left gold, to keep their exchanges stable in terms of 
sterling and not of gold. This group included all the members of the Common- 
wealth, with the important exception of Canada, whose dollar went some 
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of the way with sterling in its depreciation in terms of gold, but later linked 
itself to the U.S. dollar and not to sterling. South Africa hesitated for a few 
months before joining—no doubt fearful of the effect on her basic gold mining 
industry of the disintegration of the gold standard. Certain non-British 
countries, including Portugal, joined the sterling group immediately. Others 
joined it later: the Scandinavian countries in 1933, when the U.S. dollar 
lost some of its lustre, Iran and Latvia in 1936. Apart from the recognized 
adherents of the group there were several countries, including Argentina and 
Japan, which for many years kept their exchanges stable in terms of sterling, 
but without keeping appreciable reserves in London. 

This grouping of countries within a common currency area was extremely 
loose and wholly informe]. There was no attempt by the countries concerned 
to pursue a common monetary policy, though the fact that most of them 
kept their monetary reserves in sterling provided some kind of mechanism 
of contraction and expansion which caused them to keep more or less in step 
with the centralreserve country. The stability maintained within the area was 
not rigid. There were several changes of parities, among them by New Zealand 
and Denmark. They were made wholly on the initiative of the country 
concerned, as the result of unilateral decisions and without reference to Britain. 
The only intrusion of formality into the structure of the sterling area was the 
monetary resolution of the Ottawa conference of 1932 which, in effect, defined 
the general aims of monetary policy within the sterling area as being the 
stability of sterling prices. The system of Imperial preferences initiated at 
Ottawa was, moreover, a factor tending to bind the economic ties of the 
Empire countries more closely and, therefore, to strengthen the informal 
currency alliance which found expression in the sterling area. The “ success ”’ 
of the sterling area in the 1930’s is evident in the fact that it ensured exchange 
stability within a large area and that it did so without providing a physical 
basic standard such as gold. 

The causes of that success are not far to seek. All the adherents to 
the sterling area conducted a large part of their external trade with other 
members of the area—mainly with the United Kingdom. Quite apart from 
the political and ‘“‘ sentimental ’’ bonds that tied the countries of the Empire 
within this area, there were weighty economic reasons for the monetary alliance. 
The share of the United Kingdom in the exports of the other adherents was 
in all cases important, in some, dominant. Most of the countries were tied to 
the United Kingdom in a two-way financial relationship ; they were creditors 
of the U.K., usually through holding short-term sterling assets, and at the 
same time were long-term debtors—also in terms of sterling. There were, 
therefore, good reasons for maintaining exchange stability within this group 
of countries. The adherents that came from outside the Empire were pulled 
by similar influences of self-interest and convenience. 

The attraction of sterling also derived from the poverty of the alternatives. 
The U.S. dollar was not a particularly desirable currency in 1931 or 1932, 
with the country paralysed by depression, with its banking system making 
inexorably for nation-wide suspension of payments. By 1933, the dollar 
had been subjected to the most blatant, deliberate and arbitrary devaluation 
ever seen in the monetary history of the world. There was no real counter- 
attraction there. Nor was it to be found in gold, with every member of the 
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“ gold bloc ”’ fighting for its parity and fighting what was quite clearly a losing 
battle. The relative attraction of sterling was to be further enhanced by 
the fact that in the depression of the early 1930’s the United Kingdom, owing 
largely to the depreciation of sterling, fared comparatively well. Thanks to 
the obstinacy with which certain other currencies clung to gold, the United 
Kingdom was, in fact, able to put its balance of payments in order, to reduce 
unemployment and maintain its money national income, and to provide a 
steady market for its external customers. The cohesion of the sterling area 
in those years illustrated a principle which will apply more than ever after 
this war; the importance of stability and maintenance of national income 
in a country whose currency is to bear the responsibilities of serving as 
an international standard. This sterling area fitted within the framework 
of a multilateral system of free international exchanges. There was a free 
exchange and a free gold market in London, and through these markets the 
member countries were at perfect liberty to convert their sterling assets into 
any other currency or into gold. The fact that they did not do so to any 
appreciable extent—that the gold rushes and panic movements of short-term 
capital came from without the sterling area—is a token of the considerable 
measure of voluntary discipline that had developed within the sterling area, 
a discipline based solely on confidence in sterling. 

Came September 1939 and, with it, a considerable transformation of the 
sterling area. In the first place, its neutral adherents were frightened away 
from it by the sharp depreciation of sterling which occurred on the outbreak 
of the war. In any case, their continued membership would hardly have been. 
compatible with the requirements of neutrality. In the second place, the 
sterling area became one of the corner stones of the system ot sterling exchange 
control. Within this area, movement of funds, whether for current or capital 
purposes, remained free. The fence of exchange control was placed round 
the whole sterling area. 

Another change in the character of the sterling area brought about by the 
war was the Exchange Pool Agreement into which all members of the sterling 
area entered at the beginning of the war. By this agreement, the signatories 
undertook to do what, in fact, most of them had done voluntarily before the 
war: namely, to sell their foreign exchange income to Britain and thus 
maintain the whole of their exchange reserve in the form of sterling assets. 
In exchange for this undertaking, the member countries were guaranteed 
from the pool such hard currencies as they required to pay for absolutely 
essential imports from the countries in question. Since the wartime imports 
into these countries have been determined by the inter-Allied organizations 
controlling materials and shipping, this guarantee has not seriously invalidated 
the effective centralized control of the British Treasury over the foreign 
exchange income of the sterling area. The original pooling agreement has 
been modified in certain special cases, and notably in that of India, which 
in 1944 was granted special concessions allowing her to retain a part of her 
U.S. dollar income. ; 

The other fundamental change in the sterling area brought about by the 
war is the inordinate growth of the reserves of London funds held by the 
member countries and the parallel exhaustion of the United Kingdom’s 
reserves of gold and hard currency assets. More than ever, sterling has to 
be taken on trust—and there is more sterling than ever to be taken on trust. 
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At the end of 1938, the London funds of fifteen sterling area countries amounted 
to {216 millions. Today that figure has risen to around £3,000 millions. 
This growth is, in some respects, a factor making for the continued cohesion 
of the sterling area. Where so much is at stake, no member country will 
be willing to rock the boat and do anything calculated to disturb confidence 
in sterling. The size of abnormal sterling balances is hardly a bull point for 
the United Kingdom ; but it is a bull point for the maintenance of the sterling 
area. 

The size of these reserves of London funds, and the paucity of gold and 
hard currency reserves that underpin them, provide between them complete 
justification for the continuance of some form of sterling exchange control 
and for the use of discrimination after the war. There can be no real dispute 
about this fact. The Final Act of Bretton Woods, though it does not 
specifically refer to the sterling area, has the present discriminatory use of 
the area in mind when it recognizes the “ transitional period’ of three to 
five yeats which may elapse before the ban on “ discriminatory currency 
arrangements and multiple currency devices’’ becomes operative. These 
discriminatory arrangements are well illustrated in the rece ntly signed Anglo- 
Egyptian financial agreement. With the partial freeing of imports into 
Egypt from inter-Allied control (exerted in this case through the Middle 
East Supply Centre) a more definite arrangement had to take the place of 
the general undertaking of the British Treasury to supply to Egypt the hard 
currencies required, and the new agreement allows Egypt the quota of 
£15 millions in hard currencies for the year 1945. 

The sterling area, as it existed and functioned before the war would have 
been entirely compatible with the Bretton Woods scheme. The machinery 
of control, rationing of exchange and discrimination as now operated within 
the area would be entirely at variance with Bretton Woods after the expiry 
of the transitional period (during which virtually nothing is barred). As 
between these two extremes there is a long gradation of devices whose com- 
patibility with the spirit of Bretton Woods would be open to question and 
subject to varying inte rpretations of the Final Act. Lord Keynes, tor example, 
has argued that the full rigours of Bretton Woods, disregarding the transitional 
provisions, would permit ‘bilateral commercial treaties between members of 
the sterling area allowing their mutual trade to be compensated through some 
direct clearing machinery, provided the arrangement were a voluntary one 
and not the product of ‘ blocking”’ by one of the two parties. Those are 
points on which the meaning and intentions of the Final Act of Bretton Woods 
will have to be further elucidated, as, indeed, they will be while running the 
gauntlet of the legislatures in the United States and the United Kingdom. 

Going well beyond this problem of the interpretation of minuti is the 
more fundamental dispute between those who would have the sterling area 
revert to what it was before 1939, namely an alliance of free and voluntary 
members without currency discriminations, and those who wish to keep the 
sterling area mobilized, as it is today, foreconomic war. The arguments of the 
latter school of thought follow a variety of patterns. The most familiar is 
based on the contention that sterling will, for a long time, be too weak a 
currency to be subjected to the full rigours and perils of multilateral con- 
vertibility ; therefore, let it protect itself behind the discriminatory devices 
now practised within the sterling area. The argument usually goes on to 
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suggest that the area should be extended to include all countries prepared 
to follow an expansionist, full employment policy, and that by expanding the 
area in this way the ultimate effect of the discriminatory operation of the 
sterling area system would not be restrictionist, but expansionist, even if 
measured in terms of global world trade. Unfortunately, the premise from 
which this argument begins tends to destroy its subsequent development. 
A weak currency is not one that will attract others to its standard. To 
parade sterling’s inability to stand the competition of the free and open 
market is not the best way to advertise its virtues as an international standard 
and as the proper repository for other countries’ reserves. The Scandinavian 
and West European countries which would be potential members of an ex- 
tended sterling area would, on this assumption, think many times before 
deciding on their adherence or on their re-election to the sterling area. 

The second variation of the argument in favour of retaining the sterling 
area in its present belligerent form is that in the intensely competitive post- 
war world the present system would give its members a bargaining power in 
bilateral trade and financial negotiations which they would lack if they acted 
separately in a world of freely convertible currencies and “ most favoured 
nation ’’ treaties. If the commercial relations of the post-war world are to 
be those of power blocs directing their trade as they would wage war, sub- 
sidizing exports, pre-empting, driving the hardest bargain that every outside 
country or bloc can be made to accept, then the argument acquires some force. 
But this nightmare vision of trading relations after the war is not one in which 
the sterling area would fare very well; and it is certainly not one on the 
inevitability of which we should base our plans. The sterling area is altogether 
too loosely knit—even under present wartime conditions—to lend itself to 
the centralized directives of economic warfare. There is too much political 
and economic independence between members of the area to allow such sub- 
servience to any centralized policy. Moreover, too many of its members are 
too dependent on trade with the non-sterling area to make them accept what 
such post-war use of the sterling area would be, namely a declaration of 
economic war against the United States. South Africa’s dependence on the 
U.S. for her gold and diamond outlets, Malaya’s for tin and rubber, West 
Africa’s for cocoa, are but a few examples of the forces that would be brought 
to bear against any such use of the sterling area. Nor would London’s 
merchanting and banking traditions or the position of sterling as a world 
currency thrive under such conditions. 

It may well be that this country, together with members of the Common- 
wealth and certain countries of Western Europe, may ultimately have to bind 
themselves into such an economic alliance for purely defensive purposes 
perhaps at first as a protection against the excessive and contagious instability 
of the United States economy, later possibly against the encroachment on 
world markets of the Soviet State economy. But it would seem the height 
of folly for the sterling countries to make the first offensive move. The 
future may hold poor prospects for the kind of world in which sterling and 
this country throve—the freely trading, non-discriminatory world to the 
saving and re-creation of which Bretton Woods is, in effect, dedicated. But 
that kind of system, provided it can operate within an expansionist framework 
and provided its main adherents are committed to the objectives of full 
employment and maintenance of their national incomes, is probably the only 
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one that can ensure for Great Britain any considerable extension of its position 
as a great power. If an attempt to re-create that world is to be made after 
the war, some international monetary system of the Bretton Woods character 
must be established. It must, in the words of the Final Act, be designed 
“ to assist in the establishment of a multilateral system of payments in respect 
of current transactions between members and in the elimination of foreign 
exchange restrictions which hamper the growth of world trade.” If that is 
the objective, then the sterling area must, after the inevitable transition 
period, shed its war trappings and revert broadly to what it was before 1939. 
The emergency of that year showed how effectively and rapidly that informal 
alliance could be converted into an instrument of economic war. A similar 
conversion could again be made if the need for it arose out of some economic 
instead of political external aggression. But to assume the worst and to act 
on that assumption is not the best way of ensuring that the best, or even 
good, will come to pass. 


Banking Secrecy and Exchange Control 


ANKING circles undoubtedly received with some consternation the 

announcement that this country had agreed to a reciprocal exchange of 

information with France about the assets held in each country by nationals 
of the other, with the object of assisting in the most effective enforcement 
of their respective exchange regulations. In a subsequent statement in 
Parliament, Sir John Anderson stated that the exchange of information 
would extend to the holdings of individuals, thus disposing of suggestions 
that it might be confined merely to statistical aggregates. At the same 
time, some of the apprehensions aroused by the earlier announcement were 
allayed by Sir John’s further explanation that the agreement with France 
was to be regarded as a special case: ‘“‘ The circumstances are purely wartime 
circumstances and the action proposed has no bearing upon Government 
policy affecting the maintenance of private relations of confidentiality in 
peacetime. . . . In relation to an Allied State in the position of France I 
could not possibly have considered withholding information which would be 
of value to that country in its endeavour to recover as speedily as possible 
from the consequences of the German occupation, and which is in my possession 
by whatever means, without regard at all to the principles governing relations 
between bankers and their clients.” 

For the moment, therefore, there would seem to be no intention on the 
part of the Government of entering into agreements for the disclosure of 
banking information as part of the normal post-war financial technique. 
Indeed, Sir John explicitly acknowledged the importance .attached to the 
financial relations between a banker and his customer and went so far as to 
say that he was perfectly prepared to do everything in his power to preserve 
that principle. Nevertheless, there have not been lacking indications that 
disclosure might have to be taken into account as a normal rule and not 
merely in abnormal circumstances such as those of France. Under the 
Bretton Woods plan, for example (which the Government presumably 
supports), member countries would undertake an obligation to disclose to the 
Fund “ investments within the territory of the member owned abroad and 
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investments abroad owned by persons within its territories,” though in that 
instance only statistical aggregates would presumably be required. Again, our 
recent agreement with Belgium, as was pointed out in our December issue, 
made it necessary for the contracting Governments to know “ the net amount 
of sterling owned by residents of the Belgium monetary area ”’ as at October 5 
last ; and the two Governments agreed to co-operate “ with a view to assist 
each other in keeping capital transactions within the scope of their respective 
policies, and in particular with a view to preventing transfers between their 
areas which did not serve direct and useful economic or commercial purposes.” 
It had been supposed that such “‘ co-operation,’ might very well take the 
form of mutual disclosure. 

For some time, in fact, there has been much discussion of the possibility 
of an abandonment of banking secrecy in respect of overseas accounts between 
all the principal nations, as a means of controlling unwanted capital move- 
ments and especially the flights of hot money which had so disruptive an 
effect on trade and currencies before the war. There will be no inclination 
to question the extremely great importance of preventing such movements 
in future. The successive devaluations of the French franc in the years 
before the war, for example, were directly due to a continued exodus of funds 
on capital account, and would almost certainly have been unnecessary had 
there been control over capital movements. Some people would be disposed 
to argue that hot money flights are merely a symptom rather than a cause 
of instability—that the flight from the franc, for instance, was due to the 
existence of a Government which did not command the confidence of the 
French moneyed classes, and that a deeper cure would be not to restrict capital 
movements but to find a Government commanding confidence. That, 
however, comes near to saying that every Government in every country must 
be acceptable to a particular section of the community, normally of a particular 
political outlook. Most people would now accept the doctrine that any 
democratically-elected government is reasonably entitled to prohibit the 
export of capital. Whether the hot money flights be cause or effect, in any 
case, there is a very widespread determination that they must not be allowed 
to play havoc with the international exchanges in future. 

If the international exchange of banking information were proposed as a 
regular feature of the post-war financial world, what should be the attitude 
of “the banking community towards it ? The desirability of controlling capital 
movements is accepted not only by economists and the general public, but 
also by bankers. In his recent annual statement, for example, Mr. Colin 
Campbell specified control over foreign exchange as one of the wartime controls 
with whose continuance bankers would be in full agreement. This may 
admittedly refer only to the transition period. But it is clear that bankers, 
irrespective of their sectional interest, attach particular importance to the 
maintenance of exchange stability ; and it logically follows that they must 
also support banking disclosure if it could be shown that this were an indis- 
pensable adjunct to the enforcement of exchange restrictions on capital account. 

On this question, it must be remembered that our wartime exchange control 
has been greatly assisted by the prevailing ban on commercial travel and by 
the Press censorship. When normal trading is resumed, it would be very 
easy for capital to leave the country without any actual instrument of transfer. 
Exporters, for example, might consistently under-value the value of their 
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shipments in invoices, and so accumulate balances abroad. It is clear that 
some counter-check is needed on such practices over and above a prohibition 
on the sale of foreign exchange for capital purposes. As such a check, the 
maintenance of a Press censorship in peacetime would not merely be wholly 
abhorrent to the people of this country. It would also be completely in- 
effective in achieving its purpose, since when business men are free to travel 
abroad they can easily make arrangements with their overseas contacts to 
defeat the exchange restrictions, if they are so disposed, without using postal 
channels. By contrast, an effective system of international disclosure would 
in principle greatly assist in the control of capital movements by disclosing 
the arrival of exported capital in the country of destination instead of its 
unobtrusive departure from the country of origin. 

It is true that from the humanitarian viewpoint, this snatching away of 
the last vestige of privacy still enjoyed by the individual has its repugnant 
aspects. One must take into account, for example, that had arrangements 
for disclosure been in force before the war, we might have been compelled to 
reveal to the Nazi Government the assets of refugees here, most of whom 
would have had relatives in Germany subject to blackmail and torture ; for 
once disclosure is the mode, it will be difficult to discriminate between Govern- 
ments. On the other hand, Governments already co-operate with each other 
to some extent in the enforcement of their domestic laws through extradition 
treaties. No fundamental question of principle would be involved in the 
extension of this collaboration to the fiscal field—though it should be noted 
that requests for extradition have to be submitted to the Courts, and can be 
refused where the indictment is on political grounds. This procedure might 
very well be applied to the disclosure of assets. _ But views on the reasonable 
scope for State intervention, as well as the practical case for State action in 
any particular matter, are subject to very great change. During the 
Napoleonic wars, it will be recalled, there was the greatest indignation that 
the State should presume to limit the freedom of the individual to trade 
with France simply because we were at war with that country. In a few 
years’ time, it might well seem as fantastic for an individual to seek to assert 
the right to secrecy about assets outside his own country as to claim the 
treedom to trade with an enemy in wartime. 

In short, it would seem that a conclusive case exists in principle for the 
disclosure of individual holdings between countries as part of a comprehensive 
international arrangement for the control of capital movements. Before 
action is taken on these lines, however, bankers have the right to demand 
that the new system be practical and efficient, and that this country should 
not be expected to make one-sided sacrifices. It cannot be said that our 
bilateral arrangements with France and Belgium promise to comply with 
cither of these “conditions. To make the new arrangements effective, in the 
first place, a whole new technique and body of law has to be built up in all 
countries. To deal with the most obvious objection, it is clearly necessary 
that foreign holdings should not be disguised by nominees, and nobody has 
yet indicated how it is possible to uncover a whole series of nominee layers. 
Secondly, it is obviously necessary that disclosure should not be confined 
merely to the holding of bank accounts, since the only effect of this would be 
to drive foreign money into other types of assets. Nor can the disclosure 
be confined to existing banking institutions or even to banking institutions 
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as such, since large industrial companies could very easily oblige their overseas 
customers by holding balances for them. This is, of course, only another 
aspect of the nominee problem. In short, if disclosure were to serve its 
purpose, it is clear that regulations very similar to those of T.W.E., and 
equallv far-reaching, would have to be continued in peacetime. No indication 
has yet been given that the problem has been thought out on these lines. 

Similarly, it is evident that if disclosure were to be established on a 
permanent basis, we should merely be penalizing the City by entering into 
bilateral agreements such as that with France. Even as it is, the gesture is 
a one-sided one, since French assets in this country are estimated at £159 
millions, whereas our corresponding claims on France must be small. It 
will be interesting to note whether the United States is prepared to make a 
similar gesture to assist France. But if disclosure is to be the rule and not 
the exception, then it is of the highest importance that it should be universal 
as between all the main banking centres; otherwise the only result would 
obviously be to divert refugee balances away from London to New York 
or some other centre. Should it come, in other words, disclosure should not 
be the subject of bilateral agreements but of an international convention. 

Do not let us under-rate the importance of this problem. It is quite 
fundamental to the whole future of the exchanges. Capital flights can make 
nonsense of any exchange régime, including the most inflexible gold standard. 
Under a system of fixed exchange rates, whose continued fixity is taken 
completely for granted, however, one is not plagued with hot money flights 
prompted by fears of exchange depreciation (or their converse, the hope of 
an exchange profit). Given the existence of trade unions and the resulting 
rigidity of money wages, unfortunately, a system of rigid exchanges will not 
only impose deflation and unemployment on a member with an adverse balance 
of payments, but will furthermore help to disseminate a slump throughout 
the system if any important member suffers a depression. In consequence, 
the need for flexibility in rates is a basic element in a modern economic policy. 
But this at once reintroduces the danger of short-term capital flights if ever 
an adjustment of the exchanges is seen to be impending. 

In the years before the war, admittedly, we had worked out a technique 
of permitting the capital movements to take place without disrupting the 
economy of either the country of origin or destination, by means of exchange 
equalization accounts that were able to insulate gold movements from the 
domestic credit structure. Under such a system, certainly, international 
disclosure is not necessary. But it depends for its success on the possession 
of substantial exchange reserves by all important countries. At present, this 
country in particular possesses no such reserves, but only heavy external 
liabilities ; and it must be many years before we can possibly afford to export 
goods in order to acquire several hundred million pounds worth of exchange 
assets, merely as cover for a possible efflux of capital. Nor would it pay us 
to do so if the only object were to safeguard a few million pounds worth a year 
of banking commissions on foreign business. For a good many years, in any 
case, since we shall not be able to insulate hot money flights, there will be no 
alternative but to seek to prevent them ; and it has yet to be shown how this 
can be attempted without disclosure. It is true that even then the attempt 
might not succeed; but in that case the whole exchange problem becomes 
insoluble. 
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Life Assurance in 1944 
(By a Correspondent) 


NCE again, the year just ended has been mainly one of marking time 
()::: life assurance companies, at any rate in their relations with the 

public. As will be seen, changes in the amounts of new business effected, 
while mainly in an upward direction, have not been great—as indeed they are 
unlikely to be until the business-getting staffs return from their war duties. 
Post-war problems, however, have now become much more than a cloud 
upon the horizon, both as regards managements and staffs. The staffs are 
chiefly concerned with the effect of any continuing increase in the level of 
prices and costs upon the general standards to which they have been ac- 
customed in pre-war years. Their suggestions for meeting this situation have 
been embodied in proposals for minimum salary scales, and other conditions 
which were published during the year. These proposals are on a distinctly 
higher scale than those at present in extstence, and if they were to be generally 
adopted, appear likely to lead to a definite increase in the rate of expense 
of conducting the business ; unless, of course, this should be offset by a corre- 
sponding increase in the size of the average policy unit. 

There is no doubt that wartime has not been a period of high profits for 
the companies—indeed, the very reverse. Quite apart from losses due to 
war mortality, the interest return on their invested funds (the principal 
source from which bonuses are paid) has fallen in the past ten years from 
something like 4} per cent. to rates in the neighbourhood of 3 per cent. The 
companies, as a whole, however, have been able by a conservative bonus 
policy and economical management to meet the situation thus created, and 
will enter the post-war period with their strength unimpaired, although 
inevitably their contracts will not give the attractive returns which policy- 
holders have secured in the past. This is, however, likely to be a common 
feature of all avenues of investment, and the indications are that the relative 
attractions of a life assurance policy will remain as great as ever. 

There remain, of course, a number of specific problems to be solved, of 
which perhaps two of the most important are the terms to be included in the 
normal policy in peacetime in regard to war risks and the risks incurred in 
aviation. While there has been a certain amount of discussion on both 
these matters in the technical Press, there are at present few pointers as to 
the attitude which the offices will adopt. The main difficulty for the im- 
mediate future, however, will still remain the question of shortage of staff, 
and it is difficult to see how it will be possible to handle much more new business 
than is now being secured until demobilization brings a substantial relief to 
wartime staff difficulties. 

There are, of course, a number of directions in which the cessation of the 
war will bring almost automatic relief, and in this connection, it is interesting 
to recall remarks made by Lord Woolton at a recent dinner given by the 
British Insurance Association. In paying a graceful tribute to the con- 
tribution made by insurance to the war effort, he listed a number of matters 
(such as marine war risks, war damage indemnities, trading with the enemy 
problems, etc.) in which this co-operation made it possible to avoid creation 
of new Departments of State or the employment of fresh staffs. 

He went on to point out that British insurance has a 25 per cent. share 
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of world insurance other than life, and controls 10 per cent. of life assurance 
throughout the world. It is permissible to hope that the general good-will 
tewards this country which, amongst European nations in particular, is likely 
to be a legacy of the present war, may give an opportunity to increase the 
latter proportion. It must, however, be admitted that all countries are 
naturally anxious to protect their home companies, and assist the development 
of a strong home market for life assurance. There are, therefore, special 
difficulties in transacting this type of insurance abroad, and these were 
recognized in a paper recently read before the Institute of Actuaries by Mr. 
W. E. Foster, F.1.A. He was dealing particularly with modern developments 
of life re-assurance, and pointed out that by this means there may be an 
opportunity for British Offices to secure a larger share of the international 
market. Indeed, the present may be a particularly opportune time for such 
developments, seeing that the support of continental concerns by strong 
British companies may be of value in the rehabilitation of liberated Europe. 

Turning back to domestic problems, an interesting paper was read a few 
weeks ago ‘before the Insurance Institute of London by Mr. L. Brown, F.I.A., 
in which he gave a detailed analysis of wartime movements in life assurance 
investments. A major factor had been an agreement to support Government 
War Loans with the entire increase in home funds. This is reflected in an 
analysis of a group of companies which shows an increase from 34 per cent. 
to 45.6 per cent. in the proportion of funds invested in Government securities. 
This increase means that this group of twelve companies alone have, during 
the war, taken up Government securities to the extent of some £175 millions. 
As already indicated, this is reflected in the heavy reduction in the interest 
rate, and the lower bonuses declared. 

In previous years, it has been remarked that wartime bonus declarations 
have in the main been in the rate of 20s. per cent. (compared with a pre-war 
level of over 40s. per cent.), and, except for a few companies, have been confined 
to interim bonuses payable only upon policies becoming claims by death or 
maturity. At the end of 1943 and 1944 the bonus declarations of a number 
of important offices making quinquennial valuations fell due. These have 
in the main followed precedent, except for a group of four mutual offices. 
These companies, carrying on the tradition of outstanding bonus results 
long set by offices of this type, have been able to declare vested bonuses at 
exceptionally satisfactory rates, as is shown by the following table : 

Rate of Bonus on 
Endowment Assurance 


Policies 
United Kingdom Provident a i bs aN 258. % 
National Provident Institution .. ia ae < Rates vary ing from 
258.% to 35s. % 
Scottish Widows’ Fund .. ‘i ea re 30s.% 
Standard ad = oe oa a is 308. % 


Bonuses, however, are not in these days the paramount canvassing con- 
sideration for new business that they were in pre-war years. The public 
now tends to effect policies which meet much more genuine insurance needs 
rather than those whose main appeal is on investment grounds. It is for this 
reason that new classes of policy have been developed which render the total 
of new sums assured effected during the year a much less satisfactory index 
of the progress of the business than heretofore. These developments were 
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discussed in detail in these columns twelve months ago, and it is sufficient 
to point out here that they are of two types, viz. temporary assurances and 
deferred annuities. The first class includes policies issued to cover the balance 
due under a building society mortgage, the well-known ‘“ Family Income 
Policies ’’ and “ group assurance ’”’ contracts providing assurance cover to a 
group of employees at very cheap rates. Offices treat contracts of this type 
in varying ways. While some offices give no indication as to their practice 
in this respect, others exclude them altogether from their totals, whilst a few 
state the amount of such contracts separately. The Legal and General 
and Standard have announced that their totals for 1944 include decreasing 
term and group assurance to the extent of {7,284,221 and £224,500 respectively. 

The increase in deferred annuities is due to the increasing popularity of 
group pension schemes. Whilst complete figures of such schemes are not 
available, the following table indicates the social importance of this branch 
of life assurance activities : 

Deferred Annuities issued in 


1943 1944 
Equitable sa aa <0 re £325,000 p.a. £289,000 p.a. 
Eagle Star ‘ nee ws is £874,761 p.a. £1,010,066 p.a. 
Standard aa Je a a4 £467,000 p.a. £327,100 p.a. 


Turning to the actual new business for the year, a table of results is given 
opposite in the usual analyzed form in order to bring out differences resulting 
from different types of office organization. 

The table as a whole shows. (with a number of exceptions) a satisfactory, 
though small, improvement, over the results of the previous year. This 
result is particularly satisfactory since there were a number of events which 
could not be expected to encourage the setting up of long-term contracts of 
this type: in particular the recrudescence of enemy air attacks against 
Southern England. In addition, the successful landings on the continent of 
Europe, whilst in the long run obviously beneficial, resulted for a time in a 
definite contraction in the volume of new business, probably owing to the 
general pre-occupation with national matters. 

The purely life offices, whilst not maintaining the rapid increase of 1943, 
showed an improvement of some 6 per cent. They still lag behind the other 
groups, and will probably not be able to restore their pre-war position until 
normal staff conditions obtain once more. The year was a particularly 
satisfactory one for the Sun, the London Life, and the Norwich Union. 

The composite offices showed an improvement of some 10 per cent., but 
if the exceptionally good results of the Eagle Star are excluded, this is reduced 
to a rate little different from that for the purely Life Offices. Good results 
in this group were also reported by the Legal & General, Liverpool & London 
& Globe, and Royal. 

The following table is of interest as showing the progress of the various 
groups during the war years : 

INDEX OF NEW BUSINESS RESULTS 
(1938 = 100) 
Type of Office 1938 1940 1941 1942 1943 1944 


Purely Life .. ae a na 100 42 38 44 52 53 
Industrial .. ws +4 ar 100 59 80 85 85 85 
Composite .. oc i 100 50 58 65 68 73 


Dominion (U.K. Business) ae re 100 67 78 79 86 93 
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HOME OFFICES 


I. COMPANIES TRANSACTING 


Proprietary Companies 

rical, Medical & General 

Equity & Law . 
Life Association of Scotland 
Scottish Life .. 
Sun Life ee 

Mutual Co npanie s 

Equitable Life 
London Life 
National Mutual 
National Provident 
Norwich Union 

Provident Mutual 
Scottish Amicable 
Scottish Equitable 

cottish Provident 
Scottish Temperance 
Scottish Widows : 
Standard Life ; ‘ 
United Kingdom Provide nt 
University Life 


II. COMPANIES TRANSACTING BOTH 


Blackburn 

Britannic 
Co-operative 
Liverpool Victoria 
Pearl 

Prudential 

Refuge 

Royal L ondon Mutual 
Wesleyan & General 


III. COMPANIES TRANSACTING BOTH LIFE 
(COMPOSITE 


Alliance 
Atlas .. 
Beacon oe 
British Equitable 
Caledonian 
— srcial Union 
agle Star 
Friends Provident & Century 
General Life 
sresham Life. . 
( pes urdian F 
aw Union & Rock . 
egal & General 
L iverpool & London & G lobe 
London & Scottish 
London Assurance 
Mutual Property 
National Farmers’ Union 
North British & Mercantile 
Northern 
Phoenix 
Royal . nf 
Roy al E xchange 
Scottish Union & National 
Yorkshire aa ae i ata 


t Approximate. 


ASSURANCE 


t Not yet available. 


Net sums 
assured 
in 1944 

4 


1,276,360 
440,190 
523,105 
772,088 
11,257,000 


1,652,000 
1,005,648 
669,250 
824,543 
F10,2 250,000 


+ 
+ 


+1,010,000 
+ 
1.251 27 
741, 167 ‘ 
2,286,000 
3,101,699 
2,088,299 


85,235 


193,325 
3,592,000 
5,719,000 
a: 59,450 
6,521,409 

$23,600,000 
6,171,115 
3,312,750 
1,315,543 


COMPANIES) 


1,399,439 
2,725,000 
1,024,082 
354:543 
1,292,873 
5,124,397 
16,631,020 
2,110,007 
772,951 
+3,050,000 
1,370,000 
1,747,580 
11,052,331 
1,805,000 
594,175 
2,034,830 
821,038 
831,257 
,500,451 
,200,000 
»372,000 
7 


754,088 
1,450,000 


ONLY ORDINARY LIFE 


ORDINARY AND INDUSTRIAL 


AND GENERAL 


+r 


15 
2 
2,3 
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Increase (++) or Decrease (—) 


as compared with 


1943 
f 
BUSINESS 


206,559 
244,144 
121,677 
112,157 
778,431 


1,331,901) 


165,212 
(569,446) 
6,147 
115,478 
257:519 
449,540 
321,603 
9,440 


LIFE 


7,000 
647,201 
1,200,018 
95,I 43 
185,801 
900,000 


109,250 
359,825 
49,273 


189,439 
532,000 
151,244 
45, ie 
53: I2 
“geil 
203 
38. 234 
125,952 
439,828 
28,359 
68,335 
970,010 
488,411 
31,452 
282,121 
165,804 
68,794 
322,754 
240,539 
291,245 


= a 


1,020,855 


39,427 
61,822 


68,444 


INSURANCE 


1938 
f 


— 1,456,891 
— 3,072,310 
— 1,197,996 
— 1,544,001 
— IO, 402,650 


— 376,918 
— 1,695,205 
— 413,002 
— 1,222,631 
— 1,505,700 
§ (3,286,712) 
— 1,121;070 
§ (1,536,395) 
— 1,907,192 
— 832,985 
— 2,954,530 
— 1,547,840 

3,028,091 
— 254,890 


BUSINESS 


— 147,975 
- 159,279 
444,380 
382,115 
09,041 
4,990 
3.763 
1303 


2,579 


2, 
I, 
I,7 
— 4, 
I 


we NN 


weg tN 
Nw — 


BUSINESS 


— 2,805,976 
— 1,317,720 
— 267,269 
-- 516,687 
—- 809,876 
- 866,923 
+ 0,317,759 
— 544,142 
— 1,538,119 
— 765,391 
— 349,379 
— 1,063,890 
— 5,512,823 
— 1,043,415 
— 994,199 
— 644,351 
+ 130,026 
+ a 

,700 470 
— 581,207 
ome 2,595,07 2 
— 1,405,871 
— 2,283,075 
— 1,785,280 
— 1,579.74! 


§ Actual totals for 1943 and 1938 respectively. 
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As will be seen from the table, the results of the industrial assurance 
offices have varied little in the past three years. The returns for 1944 are, 
in the aggregate, almost identical with those for 1943, but this conceals sub- 
stantial differences as regards individual offices 1944 was a particularly 
good year for the Co-operative, but the other companies, as a whole, did not 
fare so well. 

It is once again likely that the results have been affected by the con- 
troversy over the proposals in the Beveridge Report relating to industrial 
assurance business. Whilst the publication of the Government White Paper 
on National Insurance during the year made it clear that the proposals for 
nationalization of the business are unlikely to be implemented, there still 
remains the possibility of a serious contraction in the industrial section owing 
to the funeral benefit comprised in the national scheme. 

The following table sets out the results of the Dominion offices operating 
in this country, so far as they are available at the time of going to press. 
It will be seen that, although their British business represents only a small 
proportion of their total business they nevertheless write between them 
over {10,000,000 of new business yearly in the United Kingdom. While 
complete figures for this country are not available, it is of interest to note 
that their U.K. business for 1944 was about 4th larger than the 1943 
business. 


DOMINION OFFICES 


Total Sums Assured U.K. Business 
1944 1943 1944 1943 
£ £ £ £ 
Australian Mutual Provident .. ba 26,225, 7818 20,662,439 ; t 
Canada Life ba am we ea 13,479,147 11,212,436 1,677,117 1,566,803 
Colonial Mutual (Australia) ai ..  T1I1I,000,000 7:743,010 2,000,000 1,474,544 
Confederation Life (Canada) i “a 13,266,000 10,247,027 1,197,000 1,267,709 
Crown Life of Toronto .. $5 os 11,987,689 9,287,788 : t 
Imperial Life of Canada .. we =a 7,168,150 6,557,055 427,461 348,398 
Manufacturers Life of Canada .. “a 19,424,742 17,010,963 1,321,770 1,149,140 
Mutual Life and Citizens of Australia .. 9,028,000 6,744,532 136, 476 
Nat. Mutual of Australasia “< - 10,293,626 8,588,303 t 
Sun Life of Canada $e isa ja 45,259,000 44,020,804 6,028,927 5,855,199 
+ Approximate. t Not available. 


The steady recovery from the low figures recorded during the early years 
of the war has continued during the past year. It is clear “that resumption 
of record figures cannot be expected until peacetime conditions resume. The 
extremely satisfactory results, however, that have been achieved in spite 
of all wartime difficulties indicate that life assurance still retains as great 
popularity as ever, and give good hope of restoration of its outstanding position 
as one of the main directions for savings in this country. 





MIDLAND BANK RED CROSS FUND 
Mr. W. Pattenden, who founded the Midland Bank Ltd. Red Cross Flower, Fruit 
and Vegetable Stall at Princes Street, E.C.2, has sent a further £197 3s. 11d. to the Red 
Cross Agriculture Fund, representing the final receipts for 1944. This brings the grand 
total raised since 1940 to £3,101 IIs. 7d. 
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a Some Limitations of Export Credits 
a By W. W. Syrett 
not S far as it goes, the recent increase in the Export Guarantees limit to 

£200 millions is to be welcomed, but there still remain certain limitations 
-on- | “ “on the availability of these facilities. For all normal purposes it is 
rial | possible to conceive of overseas trade as a matter of contracts for the purchase 
per | and sale of merchandise and services, concluded between residents and non- 
for | residents. But to appreciate some of the limitations which seem likely to 
still operate in keeping Export Credit Guarantees from optimum employment it 
mg (fl is necessary to examine the structure of trade a little closer. Trade is, it is 
: true, a matter of contract between buyer and seller ; and whether one chooses 
m™ | to refer to the latter as “‘ the exporter ” or “ the shipper,’”’ to explain why in 
aSS. some markets resort to export credit facilities is the exception rather than 
wall | the rule, one must examine the methods of marketing, even going so far into 
emf practical detail as to discover how orders are won. 
uile : Many British merchants and manufacturers work through agents who, 
ote ff in addition to finding orders, guarantee the solvency of the buyers they 


43 | introduce to their principals. The contract of agency del credere normally 
gives the agent a higher commission than he would otherwise be entitled to 
receive, and may indeed mention a separate del credere fee apart from the 
commission attributable to salesmanship. Such agency contracts are not 
3 uncommon, for example, in trade with South and Central America, and it is 
f hardly an exaggeration to say that much of our trade with those regions has 
hog been built up by merchants who had the prudence to draw on the knowledge 
44 of local parties of integrity, having inside cognizance of the commercial status 
6S and normal solvency of parties in their local markets. 
98 This form of export practice has a further point in its favour. The del 
40 credere agent does not get his commission until the buyer pays: and if the 
70 buyer fails, he takes over the financial responsibility. Thus he becomes, 
99 ; almost automatically, the “case of need” to whom bills of exchange are 
presented if the drawees do not honour them. (The German fals bet conveys 
the idea very tersely.) Alternatively, if the trade is not financed by bills of 
rs exchange, the agent handles the shipping documents on his principal’s behalf. 
‘on In either case, the exporter is reasonably assured not only that his merchandise 
” runs into no danger of being left on some foreign quay at the mercy of the 
te elements and the pilferer, but also that it will be fairly promptly re-sold to 
at an alternative buyer without loss or expense for him. Provided always that 
n i the merchandise is of a nature to command a fairly wide market, the system 
of sales through del credere agents works with reasonable efficiency. It also 
works smoothly in the marketing of specialized products which lack a ready 
re-sale market, though the financial worth of the agent must—for obvious 
reasons—be of a substantially higher order in relation to the turnover with 
” which he is entrusted. 
d Amongst the merchant fraternity there are many having old-established 
d agency contracts, and many manufacturers who export direct have followed 
this merchant tradition. In a representative example, one can assume that 
a del credere commission of 1} per cent. is paid on turnover. Although this 
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rate is higher than would be paid, in all probability, on an Export Credit 
Guarantee, the E.C.G. Department is handicapped both by the strength of 
tradition and by the fact that del credere agency contracts are normally SO 
conceived as to achieve durability and continuity. So much so, in fact, 
that it is quite erroneous to consider export credit facilities as competing 
with the services of agents accepting del credere risk. Where a merchant 
or manufacturer relies for his orders and marketing arrangements on an 
agent of this type, then the E.C.G.D. service is not a feasible alternative. 

By contrast, some of the larger shippers place the E.C.G. Department in 

indirect competition with the banking system. This is quite unintentional 
and there is no deliberate contrasting of relative costs. It is all part of a 
system built up from the old-established domestic-trade custom of offering 
trade discounts for prompt settlement. Manufacturers are prepared to allow 
a substantial discount on export orders—3? per cent. flat is a representative 
figure—for ‘‘ net cash against documents in London by confirmed bank credit.”’ 
The essential point is that, if a credit is opened in conformity with the sale-of- 
goods contract and confirmed by an English bank, there is no solvency or 
transfer risk to propose to the Export Credits Guarantee Department. Since 
English banks rely for security mainly on the sterling balances held for the 
overseas banks for whom they confirm, they are not usually in the position 
of incurring any very tangible solvency or transfer risks. It remains to be 
seen, however, whether expanding trade after the war will give rise to some 
misgivings about the transfer risks which will then arise. There is a remote 
contingency that, in securing an optimum flow of exports, there may have to be 
evolved a closer degree of co-operation between the E.C.G. Department and 
banks confirming credits for foreign correspondents. Whilst much must 
depend on the sort of international exchange system which is worked out, 
there may be scope for guarantees to the banks against frozen-asset hazards. 
This would operate as an escape-hatch. It would prevent any necessity 
for a radical departure in trades which are normally financed by foreign im- 
porters putting up London credits, avoiding, that is, placing exporters in the 
position of having to approach the E.C.G. Department for guarantees because 
of a transfer-risk limitation on the over-all total of bank-credit facilities. All 
that is, however, very much a matter of conjecture and there is another, and 
more immediate, limitation on E.C.G.D. yet to be examined. 

Orders for a considerable volume of British manufactured products reach 
the producers in the form of “indents ’”’ which are passed to them by the 
buying agents, in the United Kingdom, of oversea purchasers. The “ indent 
house ”’ is very common in trade with the Dominions (especially Australia 
and South Africa) and Colonies, and some other territories. Now the indent 
house is sometimes known as a “ confirming house ”’ or “ confirming agent ’ 
because it confirms the order to the seller and so undertakes the credit risk 
in regard to oversea principals. This is a form of del credere, essentially 
different from that already examined : here we have the agent of an oversea 
buyer, established in England and guaranteeing the solvency of his principal, 
as contrasting with an agent established in the market and guaranteeing to 
his principal ‘the solvency of the buyers he introduces. There is, however, 
one important point of resemblance. Neither can remain long in business 
(except on a cold-storage basis during the war) without a substantial turnover, 
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and the fact that both forms survived the stresses and strains of the inter-war 
period means that they are both well tried and successful. 

The indent house usually relies on its principal to put up “net cash against 
documents in London.’ In the Australasian trade, for example, arrangements 
are made for the London Office of one of the Australian or New Zealand banks 
to negotiate the related bills of exchange in reliance on the drawee and the 
indenter, with the security of the shipping documents attached. In this 
trade, and in the South African trade, the banks combine the function of 
extending credit to merchants in the home market with the function of 
exchanging currencies. Bills are drawn at 30, 60, 90 or 120 days after sight 
for the (U.K.) sterling amount of the indent house’s statement of cost, expenses 
and commission, and they incorporate in their wording an “ exchange as per 
indorsement ”’ clause. Thus the importer pays for 30, 60, 90 or 120 days’ 
credit by an adjustment in the conversion rate. There is a little more in it 
than that, of course, since the negotiating commission of the bank is also 
‘in the rate.’”’ However, it is possible to compare the rate for sight bills 
with the rate for tenor bills, and an arithmetical calculation from these data 
yields the interest rate (or “ discount rate’) applied to the credit operation. 
It is approximately 4.7 per cent. per annum in Australia, and in the case of 
120 days on South Africa it amounts to a little over 5 per cent. per annum. 

Some tentative attempts have been made by merchants to compare costs 
of financing through banks, with finance through their own resources coupled 
with an Export Credits guarantee. No direct comparison is possible. The 
indent house is in a very difficult position. It works on a commission which 
some commentators have put at somewhere about 3 per cent. on turnover, 
on average, but this estimate is on the high side—in many instances it is cut 
to 24 per cent. or even as low as 2 per cent. for reasons with which we are not 
concerned. The point is that the indent houses claim they are unable to pay 
their way if they take out Export Credits guarantees. There certainly seems 
to be some substance in the contention, since it means giving away about a 
quarter of their gross income, with no compensating advantage. 

There have been instances in which indent houses have taken out E.C.G.D. 
policies and reimbursed themselves on their principals. Some of these firms 
are, indeed, advocating a general adoption of the practice. For several 
reasons, the establishme nt of such a practice must be regarded with some 
concern, or perhaps even apprehension. From the point of view of the 
Export Credits Department there is the risk that disclosure to an oversea 
importer of the premium charged for insuring his solvency (inter alia) might 
reduce the flexibility the Department aims to preserve in handling proposals 
submitted to it. Thus, if a buyer finds he is paying, say, 9 shillings per cent. 
on an indent passed to one agent he will object very strongly to paying more 
on a subsequent indent passe d through another agent. He might infer, quite 
wrongly, that the first agent was in a better bargaining position vis-a-vis 
the Department, whereas their action in applying a higher premium rate 
4 the second operation might actually arise from a combination of various 

leterminants, such as a changed estimate of the extent of the transfer risk. 

It also seems doubtful whether it is in the ultimate interests of indent 
houses to disclose the E.C.G.D. premium. No doubt such a firm would 
attempt to assume the position of agent passing legitimate charges to his 
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oversea principal. It is by no means certain that such a contention could 
be upheld in a court of law; but assume for purposes of argument that it 
could. Then the indenter insures the solvency of his principal as agent for 
that principal, i.e. the principal insures himself for solvency risk. Has he 
an insurable interest ? If not, could the E.C.G. Department be held responsible 
on a policy so conceived, if and when the oversea buyer fails ? 

Most of the oversea importers working orders for U.K. merchandise through 
indent houses are, at present, firms of substance and integrity. With the 
post-war expansion of trade there will be, however, new concerns coming 
into the business. It would not be good tactics to allow them cognisance of 
the E.C.G. charge on their business, since evidence of “ rating ’”’ could be 
deduced and used in the market for most undesirable purposes. Risks of 
over-trading will be evident enough, without furnishing a means which could 
be used by the irresponsible in securing undue trust amongst trade and 
banking contacts. 

In trade with some few markets, merchants and indent houses are able 
to secure the most favourable terms for financing by putting up Export Credit 
guarantee declarations when they approach their bankers for advances against 
bills of exchange in course of collection. By this means, the exporter secures 
at least a partial offset to the premium paid to the E.C.G. Department. As 
an example, a merchant selling to a foreign buyer on whose name and market 
the E.C.G. premium is } per cent. on turnover may be supposed to turn over 
his stock three times a year; the E.C.G. charge is then equal to 14 per cent. 
fora year. If the merchant’s banker discriminates to the extent of I per cent. 
per annum in savour of E.C. guaranteed bills of exchange, the merchant 
is only paying 4 per cent. for cover against the risks other than solvency for 
which the guarantee covers him. This example is very approximate, of course, 
but it indicates the orders of magnitude which are at issue. 

The main point about this example is its negative application. It cannot 
be applied where trade custom dictates, as it does in South African and 
Australian business, that the oversea buyer shall bear the financing charges 
“in the rate’’ by the conventional exchange as per endorsement clause. 
The Dominion banks recognize only black and white, without shades of 
intervening greyness, in dealing with such bills. Either they are negotiable, 
in which case the fixed exchange-schedule is applied, or else the bank will 
refuse to handle them on a negotiation basis. Moreover, the schedule is 
set up and agreed by all the exchange banks in each market in collaboration 
with their Central bank. Were one of the exchange banks to discriminat« 
in favour of bills carrying an Export-Credit guarantee it could only do so 
by breaking its agreement, thus introducing an element of undesirable com- 
petition. Further, it is quite certain the position would immediately become 
confused, because the large firms of merchant-shippers in these trades would 
promptly press for a preferential rate on the strength of their names. 

There would appear to be no easy way out of this perplexity. Until some 
solution is found, a substantial volume of trade with the Dominions cannot 
give rise to proposals of Export Credit guarantee because of the nature of 
the structure of trade finance, just as, in my earlier instance, the marketing 
methods of trade through del credere agents limit the extent to which the 
Department’s service can be utilized in trade expansion. 
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Belgium : Freedom Within Restriction 


By Service Etranger 


HE fall of the Pierlot Government seems to have been accepted without 
Ton regret by its component parties. And yet it had not deserved ill 

of the country. The internal measures it introduced in order to destroy 
the black market and to safeguard the people from the evils of inflation were 
clear-cut and bold ; and, if both black market and inflation are still dangerously 
present, the fault is mainly due to causes beyond the control of any government 
in the Belgium of today. Nor do the makers of the agreement with Great 
Britain deserve to be thus relegated to the limbo of the soon-forgotten. That 
agreement was the first of its kind to be concluded by us with an ex-occupied 
Continental country, and it was distinguished by its simplicity and its clarity. 
The operation of many of the clauses must await the defeat of Germany, but 
it is unlikely that M. Gutt’s successor will be able to think of any better 
arrangement for re-establishing normal financial relations with Britain. 

So much has happened since the early days of last October that the reader 
may be pardoned if he has forgotten the interesting provision contained in 
Article 2, whereby the National Bank of Belgium’s £5 millions holding of 
sterling is to be increased by the net amount of sterling owned by residents 
of the Belgian monetary area. This has been estimated by the Governor of 
the National Bank at £15 millions to £20 millions of liquid assets, in addition 
to £25 millions to £30 millions of investments. These, figures, incidentally, 
compare with $100 millions of Belgian liquid assets in the United States and 
$200 millions of invested funds. The provision under our agreement with 
Belgium must be read in conjunction with the September legislation calling on 
Belgian residents to declare their overseas assets, and with Article 6 of the 
Agreement stating that the Contracting Governments will “ co-operate with 
a view to assisting each other in keeping capital transactions within the scope 
of their respective policies, and in particular with a view to preventing transfers 
between their areas which do not serve direct and useful economic or com- 
mercial purposes.”’ 

The implementation of the policy behind these measures was brought 
suddenly nearer at the beginning of February by three Orders, whose ostensible 
object was to free all future Anglo-Belgian transactions. The first, S.R. and O., 
No. g1, authorizes trade with all individuals and bodies of persons carrying 
on business in Belgium, and sanctions transfers of securities acquired on or 
after February 1 by persons in Belgium. No. 92 similarly sanctions transfers 
of negotiable instruments, etc. The general effect of Order No. 93 is to 
remove from the operation of the Custodian Order, 1939, money or property 
which on or after February 1, 1945, becomes payable or comes into the owner- 
ship of individuals who were resident in Belgium before September 8, 1944, 
and bodies of persons carrying on business there before that date. 

These Orders have had little effect as yet, but as the weeks go by they will 
result in the opening of a large number of accounts which can be used freely 
for making payments within the sterling area and to other free Belgian 
accounts. The authorization of trade with Belgium has produced numerous 
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enquiries from British exporters, who have had to be told that much more 
than this is required before a single article can pass from the United Kingdom 
to the willing buyer in Belgium. The seller must first get an export permit— 
and he won’t be able to get it ; and even were he able, he could not get shipping 
space. The clause is what ‘lawy ers call “ declaratory’ and must remain 
no more than that until transport is available. 

On the inward side the most important immediate consequences of the 
Orders are those relating to coupons and to dividends on registered securities. 
Coupons detached from bonds in the United Kingdom owned by residents of 
Belgium, and dividends paid by companies to such persons who have accounts 
in the United Kingdom, can now be credited to free account, the former non- 
enemy declaration being replaced by one merely worded “ collected for the 
credit of a Belgian account under T.W.E.D. Notice.’’ Coupons and dividends 
sent over from Belgium for credit of new account can only be dealt with if 
accompanied by a non-enemy declaration countersigned by the National 
Bank of Belgium as evidence that the owner has conformed with Belgian 
legislation by declaring the relative securities. The Bank of England keeps 
a check on the general effect of the Orders by requiring that its formal per- 
mission shall be obtained for the opening of all new accounts, and permission 
will also be given to open free accounts for persons who have become resident 
in Belgium since September 8; 1944—this to meet the needs of Belgians who, 
established in Britain during the occupation period, have now gone back to 
their native country. 

One reasonable concession absent from these sensible measures must be 
regretfully pointed out. For reasons known only to itself, the Board of 
[Inland Revenue has not yet given permission to credit interest and dividends 
to free account without deduction of United Kingdom income tax, as is done 
with other free non-resident accounts, but it will be wise for the usual affidavits 
to be prepared against the day when the Board comes into line with the 
Treasury. One comfort we have got, however ;. the new accounts are free 
from the Custodian’s requirement that interest is to be paid on balances 
irrespective of any banker-customer contract. 

On the outward side, it is now permissible to make mail transfers (no 
telegraphic communications are as yet possible), establish encashment of 
cheques credits and send out bills and cheques for collection. On the Belgian 
side, new franc accounts are being established in the same way as new sterling 
ones have been set up over here, and dealings between the two currencies 
are being conducted at the official rate of 1764—1763. 

Earlier, the object of these Orders was described as being one of “ ostensible’’ 
liberation. The qualifying adjective is justified by the strictly limited range 
of moneys affected. The main bulk of Belgian sterling funds is still at the 
disposal of the Custodian, and this is where we are brought back to Article 2 
of the Anglo-Belgian agreement. It is obvious that the fulfilment of that 
‘Article will necessitate the disclosure of the total figure of Belgian sterling 
assets held over here ; while the Belgian decrees of September 1944, coupled 
with the declared intention of “‘ keeping capital transactions within the scope 
of the contracting Governments’ respective policies, create a situation which 
makes it fairly safe to prophesy that before long the particulars of individual 
pre-February 1 holdings will be divulged by one Treasury to the other. This 
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has been implicit all along, and if it has been lost sight of it is because of the 
dust raised by the more open approach to the same problem in the Anglo- 
French negotiations. The total funds affected do not approach in quantity 
those held on French account (which are estimated at no less than £150 
millions), but they are by no means negligible and it would be idle to deny 
that their departure (if they are to be taken) will be regretted by the British 
banks. It may be noted that the percentage of Belgian hot money never 
assumed the same proportions as in the case of France, and Belgian money 
was never placed and held here as the result of a breach of the laws of the 
owners’ Government. 

Still, what must be, must be; and if the agreement helps towards the 
re-establishment of an ordered commercial system, the price paid will have 
been a small one. But the failure of the internal financial measures of M. 
Pierlot’s administration constitutes a serious warning that the wisest of 
monetary regulations cannot do much good unless conditions make possible 
the laying of a sound foundation of industrial production and of mercantile 
exchange. 


Betterment and Compensation 
By Ronald Hart-Synnot 


HE Expert Committee on Compensation and Betterment failed in the 
T purpose for which it was appointed. Instead, it proposed to by-pass 

the problem by an ingenious procedure for nationalizing the land by 
stages. The procedure suggested was dictatorial, and would have saved 
the national purse at the cost of fair treatment for individuals. As there is 
increasing demand for national action in many directions, it is important 
for the State to demonstrate in its dealings high moral standards as well as 
business efficiency. The Government, therefore, are to be congratulated 
on their decision to reject the Expert Committee’s scheme for the State 
acquisition of development rights in land. 

Part of the weakness of the Expert Committee’s case was due to the 
guesswork inseparable from any attempt to calculate the potential develop- 
ment value of undeveloped land. Guessing in two directions is unavoidable, 
because, by the time the land becomes ripe for development, the value of 
the development may have changed, both absolutely in terms of money and 
relatively to the development-value of other land. The Government’s scheme 
reduces, but does not at prese nt Fa wegen: guesswork. In the case of all 
undeveloped land, somebody is to be required to say soon whether or not 
any potential developme nt value pated Much time and money are involved 
in such procedure, and to few is it likely to give satisfaction. 

Fortunately, the Government’s other proposals appear to provide an 
alternative. The Government propose that, if at any time the owner of any 
land is permitted to increase its value by development (or redevelopment), 
he must be content with 1/5th of the increased value, and pay over to the 
State 4/5ths. These proportions, even for the first conversion of agricultural 
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land into a site for development, appear unduly generous to the State.* 
Whatever the fair proportions, however, this proposal, to tax the land-owner 
on development value at the moment when the development value becomes 
an accurately assessible fact, is obviously right. The recognition of this 
important principle has the further advantage that the artificial classification 
of land into “green,” “‘ white,’’ and “ built-on’’ areas becomes unnecessary, 
and the Government’s desire to treat all land alike becomes possible. 

This simplification invites equally simple procedure for calculating better- 
ment. When an owner, or developer, applies for a licence to develop (or to 
redevelop) he would be required to establish the present value of the property 
(site and buildings). This. might be either its capital value, or the average 
income derived from it over some such reasonable period as the last five 
years. His scheme would also show the increased value expected to result 
from development, either of capital value or of income, after allowing for the 
interest and sinking fund appropriate to the additional capital to be invested 
in the enterprise. The difference between the two values would be the 
development value, and the correct proportion to represent betterment could 
be collected, either as a single payment or as an annual betterment-tax. The 
final figures for development value and betterment should be delayed until 
the development, or a definite stage of the development, has been completed, 
and exact figures of expe nditure and income are known. 

Where, in the public interest, any otherwise reasonable scheme of develop- 
ment (or redevelopment) is disallowed, the same.simple method would be 
followed for calculating development value. Of this the fixed proportion 
appropriate to the land-owner would be paid as compensation to him by 
the proposed Land Commission, and the latter would obtain its proportion 
in the form of land-value converted into amenity-value. Nor need a decision 
against development at one time preclude a subsequent permission to develop, 
if, as may well occur with time, local conditions change materially. In such 
a case, compensation would have to be repaid, either as the original capital 
sum, or by an appropriate annual betterment-tax. 

Considerable importance being attached to the relative amounts likely 
to be involved for compensation and betterment, even to the extent of suggest- 
ing that they should balance, it seems expedient to consider the matter in 
two parts. First, for the immediate purposes of “ overspill’’ from re- 
construction areas, it appears inevitable that the compensation payable for 
thinning highly-priced congested areas will greatly exceed the betterment 
to be obtained from the less ‘central and lower- price ee overspill ” areas. 
This point exposes the fallacy of the Expert Committee’s theory of “ shifted ’ 
values, whereby it was supposed that development forbidden in one place 
would cause development of equal value elsewheré. Planning must be guided 
by planning principles and not by attempts to make money profits, or even 
to avoid reasonable loss. It is almost certain that if the Town and Country 
Planning Bill, 1944, is to produce the desired results, the Central Government 
will have to provide large sums for compensation, which can be offset only 
in part, and at a much later date, by the collection of betterment. Similarly, 


* Considering the long period during which a landowner may have been content with a low 
income on the assumption of subsequent development profit, the 80 per cent. betterment tax 
appears to penalize unnecessarily those whose capital is invested in land. A lower rate of tax 
seems both practicable and desirable. 
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the redistribution of the industrial population advocated by the Barlow 
Commission will involve compensation at the high rates applicable to industrial 
areas, and it will be payable considerably before any betterment becomes due 
from the substituted, and probably less highly valued, areas of new development. 

After this expensive period of adjustment is over the State may well look 
for a surplus of betterment over compensation. When the reformed con- 
ditions have become normal, there are likely to arise many schemes for develop- 
ment and redevelopment, where properties involving compensation will be 
only a small fraction of the properties producing betterment. During all 
such indefinite future period the State, even if content with a minority share 
of development value, should secure substantial income. 

It will be convenient to illustrate the matter by an example. In this 
the White Paper’s division of development value into 80 per cent. for the 
State and 20 per cent. for the owner is applied to the first conversion of agri- 
cultural land into a site for development. The other figures are intended 
only as reasonable examples of what such figures might be : 

Landowner “‘ A’”’ for the past five years has let an acre of agricultural 
land, devoid of building, for a net income of 30s. This, at 3 per cent., 
corresponds with a capital value of £50. He agrees to sell the acre for £200 
to Developer “ B,” who has obtained a licence for the erection of six houses 
to sell at {1,500 each. ‘‘ A,” therefore, unless he produces evidence to show 
that his land should have a higher value than £50, will gain £150. Of this 
the State will take for betterment 80 per cent., or £120, and “A” will keep 
£30. ‘‘A’”’ will thus be left with £80, which invested at 3 per cent., will give 
him an income of £2 8s. od., as compared with his previous 30s. od. 

Developer “‘ B,” a builder, has hitherto made a net profit of 10 per cent. on 
selling houses, which he has built. As the present development has been 
made possible in part by State (or public) enterprise, it is reasonable that 
he should pay as betterment one-quarter of this profit, retaining three-quarters 
for himself. 

Occupier ‘‘ C”’ similarly owes in part to the same State (or public) action 
the advantage of having his new home made available. He and his successors 
will enjoy the benefit for fifty or more years, and it would be fair for them to 
pay double the betterment-tax paid by the developer. 

The price, £1,500, which ‘“‘C”’ would pay for his house, would then be 
made up as follows : 


£ s.d. 

Cost of land, labour and materials aa aos Ne a ia 1,200 0 Oo 

General overheads, 5 per cent. of selling price ie ae oe sa 75 0 Oo 
Developer’s net profit, 10 per cent. of selling price... oo £290 0 0 
Less Betterment Tax, 2$ per cent. of selling price .. oe 37 10 O 

II2 10 0 


Betterment Tax paid by Developer at the time when he sells 
each house* 


On his own behalf ea a ae ea ee 37 10 O 
On behalf of future occupiers .. a ai - 75 0 O 
II2 10 oO 
Total price of house when sold by “‘B” to “C” oe os £5,500 © © 


* If, instead of selling a house, the Developer retained one for use or letting, instead of paying 
the whole tax of £112 10s. od. at once, he might be allowed to pay an annual Betterment Tax, 
calculated at 3 per cent. on {112 Ios. od. plus a small additional sum for cost of collection. 
Subsequently, if the house were sold, £112 10s. od, would at once become payable. 
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Proposals made hitherto for collecting betterment have been aimed too 
exclusively at the owners of sites. If, however, State or public enterprise 
has helped to make conditions favourable to development, it has benefited, 
besides the owners of the sites, the developers and, for an indefinite future 
period, those who will occupy the developed premises. All three parties, 
therefore, should pay their shares of whatever betterment may properly be 
payable to the State, and the problem is to calculate fairly the three pro- 
portions as well as the total. 

From this investment on one acre of £7,650 (i.e. £1,275 x 6) the Developer 
would obtain a net profit of {112 5s. od. x 6 = £675, or approximately 
8? per cent. on his capital, assuming that development occupied one year. 
The State would obtain as betterment : 


£ 
From Landowner ‘‘A”’ .. Pe sen rte at ~ no 120 
Developer “ B’’ £37 5s. od. x 6.. ae aa ia oa 225 
Occupier ‘‘C’’ and his Successors {75 x 6 ne we we 450 


— £795 


The financial statements necessary for planning such developments would 
also provide all the figures required for calculating betterment and com- 
pensation, and a comparatively small Finance Branch of the Ministry of 
Planning, with the Land Commission as its departmental centre, should 
reduce to a minimum the cost of financial administration. This arrangement 
would also keep the social and financial aspects of planning directly con- 
nected under the Minister of Planning, who has already been established to 
exercise such completely-compounded control. 

The foregoing argument assumes that adequate private enterprise will 
be forthcoming to secure sufficient development for national needs. If, 
however, this anywhere failed to be the case, it would be reasonable for the 
State either to function itself as the developer, or to nominate a suitable 
substitute. The procedure for valuing would be the same as if the owner 
had initiated the development. 

If this simplified application of the Government’s present proposals is 
accepted, all guesswork about “ floating” or “ shifting,’’ or “ potential 
development ’’ values becomes unnecessary. Land, if already developed, 
would be regarded as “ site plus buildings,” and there would be no need to 
attempt the difficult division of value between them. The only point to be 
decided would be how much of the known increase in value resulting from 
development should be credited to the State without unfairness to those 
whose enterprise has brought about the change. If excessive patriotism over- 
estimates what is due to the State, this, by discouraging private enterprise, 
may retard the social progress, which is the aim of the land policy. The 
point needs to be approached in the spirit of the Government’s White Paper 
in order to establish ‘‘a practical system whereby individual rights of land 
tenure may be reconciled with the best use of the land in the national interest.” 
If partisan policies are dropped, and survivors of the war unite to manage 
the land as a living memorial to those who have died for it, the Government’s 
belief can be verified that ‘‘a national and positive policy for the right use 
of land can best be evolved by a continuous process of collaboration between 
local and central authorities and the individual citizen.”* 
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Interest on Foreign Balances 
By Paul Einzig 


T the end of January the banks were asked by the authorities to 
Aiaaiow interest of at least $ per cent. on foreign current account balances 

placed at the disposal of the Custodian of Enemy Property. The 
accounts concerned are those of residents in countries which are, or were, 
under enemy occupation. While enemy assets have been actually surrendered 
to the Custodian, the assets of residents in enemy-occupied countries were 
merely placed at his disposal, and the banks have been allowed to retain 
possession of the balances and other assets. In so far as the banks had 
allowed interest on the balances before they were placed at the Custodian’s 
disposal, they continued to allow interest, but it was set aside pending a 
decision on the matter. Under the new arrangement, this interest has now 
to be added to the balance. This is as was expected, and if the measure went 
no further no exception could be taken to it. 

Under the new arrangement, however, the banks will have to allow } per 
cent. per annum also on foreign balances on which no interest has hitherto been 
allowed, or on which less than $ per cent. has been allowed. This change 
is to be retrospective, and the banks are called upon to allow interest for the 
whole period during which the balances were at the disposal of the Custodian. 
The amount affected is by no means inconsiderable. Although several banks 
made it a rule before the war to allow a minimum rate of 4 per cent. on foreign 
current balances, many other banks, especially foreign branches, allowed no 
interest. This applied to American bank branches in particular. Now they 
are called upon to allow 3 per cent. with retrospective effect. 

Quite apart from the actual extra charge and extra labour involved, the 
principle of the measure met with strong disapproval in banking circles. 
While the necessity of wartime measures interfering with banking is readily 
admitted, it is felt that in the present instance the interference cannot possibly 
be justified on grounds of public interest, still less on the ground that it is 
necessary in the interests of national defence. It is difficult to see why the 
Government should wish to alter existing arrangements between banker 
and customer when this is not called for by any conceivable consideration 
of public interest, especially when this amounts to the granting of a free gift 
to holders of foreign balances, as a result of which the total of such balances 
will increase. Admittedly, the amount of the increase will be moderate; 
for the Custodian of Enemy Property will charge 2 per cent. on the balances 
when released, which will absorb the greatest part of the accumulated interest. 
In most cases the arrangement will lead to an increase of the balances, although 
it will be only 1 per cent. or less. Even so, with foreign sterling balances 
well over £3,000 millions, it may well be asked whether the authorities have 
acted wisely in going out of their way to bring about their deliberate increase. 
As it is, foreign balances are increasing at an alarming pace, and this fact 
should be one of the major preoccupations of the authorities. 

Had the Treasury decided to intervene for the opposite purpose, and 
ordered the banks to stop allowing interest on foreign current account balances, 
it would, at any rate, have been understandable. There has never been any 
sense in allowing interest on those balances. No interest is allowed on domestic 
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current accounts. Nor do American or Swiss banks allow interest on their 
foreign current accounts. Indeed, they actually charge negative interest 
in the form of a commission. The only reason why British joint stock banks 
before the war adopted the practice of paying interest on foreign current 
accounts was their desire to increase their balances for considerations of prestige. 
It is doubtful, however, whether the nominal rate has, in fact, ever diverted 
any balances to London from other centres, or whether it has ever induced 
foreign holders to keep their balances here instead of transferring them else- 
where. Possibly it may have induced foreigners to transfer their sterling 
balances from banks which did not allow interest to those which did. In 
the conditions prevailing during the thirties, however, it seems unlikely that 
such considerations affected materially the majority of balances. For the 
most part they were refugee funds, whose holders were anxious to leave 
them here regardless of the interest paid. They chose the centre which they 
considered the safest. 

It would have been for the authorities to take the initiative in inducing 
the banks to discontinue a policy that served no real purpose even before the 
war, and which became even more absurd in wartime conditions. Instead, 
the Treasury has now made the } per cent. interest compulsory. Of all the 
ill-conceived measures for which officialdom has been responsible during this 
war, this isin principle by far the worst. It has not even a shadow of justifica- 
tion. And it provides yet another instance to show that while the management 
of our internal war finances deserves praise in many respects, our external 
war finances have been handled most unintelligently. 

This decision to increase deliberately the interest charges on 
foreign balances is characteristic of the Treasury’s attitude in the matter of 
this country’s external debt. Admittedly, the interest charge on the public 
debt is not directly affected by the fixing of the 4 per cent. minimum rate on 
foreign current account balances. But, then, the Treasury is, or ought to be, 
not only the guardian of the public purse, but also of the nation’s balance of 
international indebtedness. 

In answer to a Parliamentary question on the subject, the Chancellor of 
the Exchequer stated that the arrangement was not imposed on the banks 
concerned but was negotiated with them. Like so many Parliamentary 
replies by Ministers, this statement was technically true—but only just. The 
Treasury did discuss the matter with the big banks, but the latter only con- 
sented to the former’s request under the implied threat that in case of non- 
compliance the Custodian might avail himself of his right to call in the balances 
at his disposal. Needless to say, to do so would be a gross misuse of the power 
conferred on the Government by Parliament for the sole purpose of safe- 
guarding the sterling assets of enemy-occupied countries from falling under 
enemy control. 

Moreover, the majority of the banks concerned were not consulted at all. 
They were simply informed by the Custodian that it has been agreed to allow 
4 per cent. on the balances in question. While technically these banks were 
in no way bound by an agreement reached with representatives of other banks, 
in practice they are naturally anxious to be on the right side of the authorities. 
Indeed, most banks regard the Treasury’s requests as commands. It would 
thus hardly be correct to say that the new charges were freely accepted by 
the banks concerned. 


| 
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The Bank of England Note 


MONTH ago power was given to the Bank of England by S.R. & O., 
Ass No. 73, “ to call in any of the notes of the Bank of any denomination 

of not less than five pounds, on giving not less than one month’s notice 
in the London, Edinburgh and Belfast Gazettes.’ The Order states that 
the power to call in is subject to ‘‘ payment of the face value ’’ of the notes, 
and that “ on the expiration of the notice so given with respect to any such 
notes they shall cease to be legal tender.”” A footnote to the Order explains 
that the Bank already has power, under the Currency and Bank Notes Act, 
1928, to call in notes for £1 and 10s. ; further, that the liability of the Bank 
to make payment for any such notes which are subsequently presented to the 
Bank is not affected. It would be reasonable to assume that the Order is 
designed primarily with a view to a more complete control of capital move- 
ments between nations after the war ; and when it becomes effective—indeed, 
if not before—life will doubtless be made more difficult for black market 
operators and tax evaders. In this connection it would probably be impossible 
to ensure that all notes so dealt with were handed in, except by placing a 
limit on the period during which the Bank’s liability to pay would continue ; 
but this would be unwise from every point of view. Such as are presented 
will be paid in notes of small denomination, £1 and I0s., in so far as those 
presenting the larger notes ask for payment in that way. The Bank was 
relieved in 1925 of the liability to pay its notes in gold. But what are the 
rights of a holder of notes, before and after the notice of the intention to call 
in is given ? 

A Bank of England note is the promise of the Bank of England to pay 
the bearer on demand the sum which is stated in the promise. By statute 
anyone to whom such a note is offered is bound to accept it, provided that 
the debt for which it is offered is as great as, or greater than, the amount of 
the note and that other notes and/or coins are offered to make up any difference. 
Such an offer is known as tender and the note is said to be legal tender. Put 
another way, change cannot be demanded ; the exact amount must be offered 
unless the offeror is willing to forego his change. Gold coins were made 
legal tender by the Coinage Act, 1870, for any amount ; silver coins for any 
amount up to and including 40s., and bronze coins for any sum not exceeding 
Is. Under the Bank Act of 1833, when there were no Bank of England notes 
of {1 and 10s., Bank notes were made “ a legal tender to the amount expressed 
in such note or notes and . . . taken to be valid as a tender to such amount 
for all sums above five pounds on all occasions on which any tender of money 
may be legally made.” This enactment was, however, amended by the 
Currency and Bank Notes Act, 1928, under which the Bank took over the 
Treasury note issue, and Bank of England notes were made legal tender for 
“any amount.’ Arguing logically from this, it might: be supposed that since 
that Act change could be demanded. This is, however, not the case, and it 
would seem that the section must be read as if it were worded “ a legal tender 
to the amount expressed in such note or notes and . . . taken to be valid 
as tender to such amount for all sums above five pounds on all occasions on 
which any tender of money may be legally made.”’ 

The present rights of a holder are, therefore, (a) to present the notes to 
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the Bank and obtain payment in notes of smaller denomination (in practice, 
a holder normally pays the notes into his own banking account and the banker, 
on presenting the notes with the others to the Bank of England, is paid by 
means of a credit to the account which he maintains with the Bank of England) ; 
(5) to pay them away in settlement of a debt in cases in which they may 
legally be tendered. After the notes are called in, they will cease to be legal 
tender and yet the Bank will be liable to pay them on presentation. Thus 
it will not be legal to offer one ten pound note in payment of a debt of £10. 
On the other hand, where they are tendered and accepted, the receiver may 
at any time obtain {1 and 10s. notes from the Bank in exchange. Though, 
however, the Order may be disregarded and, seemingly, with impunity, it 
is likely that the majority of holders will comply with any calling-in notice 
which may be given, either because, being good citizens, they would normally 
do so, or, perhaps, because they are ignorant of the effect of the notice, or 
because the notes, not being legal tender, will not be readily accepted. 

An interesting point has been put whether the calling-in would have any 
effect on the negotiability of the notes. It seems not. It is a feature of 
negotiability that the instrument to which it attaches is capable of passing 
from hand to hand by mere delivery, so as to convey an absolute and irrefutable 
title ; and the mere fact that such instrument is not legal tender in payment 
of a debt does not deprive it of its attribute of negotiability. A cheque or bill 
of exchange is not legal tender, but a title to it can properly be obtained. 
Legal tender is a special attribute given now in this country only to Bank of 
England notes (of all negotiable instruments), and something more than a 
calling-in notice would be necessary to deprive them of negotiability. 


Federal Finance in Peace and War 


R. G. FINDLAY SHIRRAS’ study of “ Federal Finance in Peace and 
Miwe"' (Macmillan, 21s.) has appeared at a very appropriate time. 

While the improvement of our social services occupies the attention 
of public and Parliament, administrators are constrained to give much con- 
sideration to the problem of the local authorities who operate so large a part 
of them. Not least among the issues raised is that of local finance, which 
influences to such a great extent both the scope and the efficiency of these 
services. And although this country’s government is not federal in form, 
in practice it is much closer to that system than to the centralized prefectoral 
administration of many Continental states. Most of the social and nation- 
building services are operated through the local authorities which are them- 
selves independent elected bodies, though the trend towards centralization 
can be seen here as well as in the federal states. Many of the problems 
discovered by Mr. Shirras—equilization of standards by central government 
assistance to poorer authorities, reconciliation of efficient and responsible 
local administration with revenues fixed by the system of grants—appear 
in this country. We are spared the over-lapping tax jurisdiction, since local 
authorities’ powers are restricted to rating—but that is one of the chief 
reasons for the threatened breakdown of their finances, and we might well 
have to consider some change in this respect. And we are free from con- 
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stitutional restrictions upon the solutions available to us, 

This book consists of very detailed studies in Part I of the public finances 
of the United States and the British Dominions and India, which provide 
the factual basis for two chapters (Part II) of general discussion and con- 
clusion. Part III contains a large number of statistical tables. Each national 
study is preceded by a general description of the national economy ; for Mr. 
Shirras intended to study public finance in the light of the modern point of 
view, regarding budgets as no more than a part of the general statement 
of the national income and their balance as by no means the be-all and end-all 
of sound financial policy. The intention is excellent, but it must be confessed 
that much of the meticular statistical investigation of the federal, state and 
local budgets seems difficult to relate to such broad conceptions or, for that 
matter, to the general discussion in Part II. It might perhaps have been 
more appropriate to study the approach, in each state, to the problems of 
social security, health and education, public utilities and full employment, 
rather than to analyze each budget under the heads of revenue, expenditure 
and debt. 

As it is, mountainous labours have brought forth somewhat meagre con- 
clusions. As regards the “ general problem of inter-governmental financial 
relations,” Mr. Shirras sums these up as: 

(1) ““ No single plan to solve inter-governmental financial relations is 
possible.” 

(2) “‘ Constant readjustment of financial relations will be essential and 
no one solution suitable for all is possible.” 

(3) “‘ The federal systems studied recognise the value of decentralized 
government, although in very varying degree.” 

He follows the Committee on International Fiscal Relations appointed 
by the U.S. Treasury in 1942 in recommending, as a solvent to many of the 
inevitable difficulties of policy and jurisdiction, a joint Federal State Financial 
Authority, which might even have positive revenue-collecting functions on 
behalf of both “layers” of government. Desirable though they may be, 
it is difficult to be very enthusiastic about this. 

Most of the countries studied show a substantial increase in public ex- 
penditure during the pre-war decade and a half, and this increase was generally 
found more in the federal budget than in that of the lesser units. This was 
primarily due to expenditure caused by the depression: either it was aimed 
at overcoming unemployment on the pump-priming principle, or it was 
intended to mitigate its effects by some form of relief, or both. The reasons 
for centralization are self-apparent—we experienced the same thing in this 
country. The incidence of unemployment was geographically uneven, and 
the-areas where there was need of relief were least able to provide it from 
their own funds. The most elastic sources of revenue were generally under 
the control of the central (federal) government. Above all, it was easiest 
for the federal government to cover deficits by borrowing: and this where 
pump-priming was intended was, of course, deliberate policy. The country 
where that, policy was most distinctly followed was the U.S.A. But as Mr. 
Shirras points out, the scale of the deficits, huge though they appeared to 
the adherents of orthodox finance, were inadequate to achieve the intended 
results. “‘ Mr. Roosevelt’s pre-war deficits of $5 billions should have been 
something of the order of from four to five times as great . . . to have secured 
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full employment.’”’ This it must be admitted seems a little sweeping, since 
it would imply the sort of levels reached in 1942, which one could say went 
well beyond the full employment norm into inflation. 

Some space is devoted to “ budgeting for employment ”’ on the lines of 
the White Paper on the Sources of War Finance and the National Income. 
Mr. Shirras favours the double budget: an ordinary budget which shall be 
balanced and a capital budget which should show a deficit or surplus according 
to the requirements of employment policy. In this he has been overtaken 
by Sir William Beveridge with his three rules of national finance, of which 
the first is that total outlay must at all times be sufficient for full employment, 
and the third that, subject to the first and second, it is better to provide the 
means by taxing than by borrowing. Sir William’s preference is by no 
means absolute, but, so far as it goes, it is irrespective of the purposes for 
which the money is borrowed. However, Mr. Shirras is on this point generally 
on the side of the angels, even though he has not been able to devote to it 
the same specialized consideration as Sir William. He points out the con- 
venience of so-called “‘ productive’’ debt incurred in the construction of 
assets which directly earn sufficient to pay for the relevant debt service. But 
he gives next place to expenditure which, by generally expanding the national 
income, brings at least partial cover in the form of increased revenue without 
increase of the rate of taxation. 

In all this, Indian public expenditure is rather peculiar. It absorbs a 
smaller percentage of the national income than that of any of the other 
federations studied. It did not increase at all before the war—there was no 
attempt at pump-priming and little relief. Practically all the debt is directly 
“ productive.”’ It becomes clear that India has been given an economical 
administration—which her poverty rendered most desirable—but she has not 
benefited from an imaginative policy of fruitful and constructive expenditure 
which might have modified that poverty. Progress after the war will, however, 
be greatly facilitated by the enormous accumulation of sterling on top of the 
repatriation of the sterling debt ; for that sterling can be spent on large-scale 
capital projects which might substantially raise Indian productivity. 

In India there is a definite system of central grants, aiming at levelling-up 
the standards of the various provinces. The desirability of doing this in 
some form becomes an issue in every federation. The case for it is obvious. 
The need tends to be greater there than in unitary states, because the diversity 
of wealth among the areas is generally greater. On the other hand, the very 
reason why there is a federation is that the various sections of which it is 
composed do not feel their unity sufficiently to pool their resources and handle 
their problems on common lines. The federal structure itself tends, of course, 
to accentuate these local divergences of interest. State tax systems overlap, 
and each is anxious not to sacrifice to the other revenue which might fairly 
be considered to accrue to itself. On the other hand, they are liable to compete 
to attract industry or wealth within their boundaries. Of course, the unitary 
currency and tariff policy within a federation is a barrier to really independent 
fiscal policies in the individual states, and attempts at full employment policy 
on a less-than-federal scale are doomed to disappointment.. Experience 
in Alberta supported this view, which follows from any modern theoretical 
analysis of the subject. An independent policy must be protected by control 
of capital movements across the frontiers and a flexible exchange relationship 
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with the outside world. 

It may seem churlish, in respect of a work to which so much labour has 
been devoted, to complain of bad English, but at times this can be very 
irritating. ‘‘ There is as we have seen already in operation official and non- 
official bodies in existence studying . . .”” (p. 240) is a case in point. And 
the percentage figures in the tables should be recalculated. At present, even 
where the actual amounts are shown to four figures, percentages are given 
to the nearest whole number. An expenditure of 1 per cent. of the national 
income may be anything from 0.50 to 1.49, and of 2 per cent. may be from 
1.50 to 2.44. So expenditure shown as I per cent. and 2 per cent. respectively 
may actually be in the ratio of I to 5, or alternatively practically equal. 
This is bad statistical technique, and the material to correct it is available. 


E.C. R. K. 


International Banking Review 


Switzerland 


EGOTIATIONS between the special emissaries of the British and 
Nitaiteo States Governments and the Swiss Federal Government are 

reported to be making some progress. One of the objects of the talks is 
to devise means by which to locate and seize German assets in Switzerland. 
[he establishment of a mixed Control Commission for that purpose is known 
io be under consideration. Meanwhile, the Swiss Government has issued a 
statement concerning certain measures—as yet unspecified—taken to ascertain 
whether Switzerland has served as a refuge for property seized by Germany 
in invaded countries. 


Italy 


rhe lira has undergone a sharp depreciation in the black market during 
recent weeks. The rates quoted for pound and dollar notes are now many 
times higher than the official rates of 400 lire to the pound and 100 lire to 
the dollar. On the other hand, the fact that sovereigns are quoted at a rate 
about ten times as high as pound notes shows that the market is utterly 
devoid of reality. The authorities are endeavouring to prevent prices from 
adapting themselves to these high rates, but to some extent they have had 
to adjust prices whose maintenance would have required vast amounts of 
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subsidies. The main cause of the depreciation of the lira is the continued 
scarcity of supplies for civilians. 
Germany 

The military events of the past month have led to an increase in the German 
budgetary deficit, because so many people have become refugees and are no 
longer in a position to pay taxes or to subscribe to loans. Pric es in the black 
markets have risen materially, but official prices are being maintained. It 
has become practically impossible to sell any Reichsmark notes in Lisbon 
and other neutral markets. Apart from the attempts of Nazi fugitives to 
unload large amounts, the anticipation of the sale of notes collected by the 
Allies on liberated territories has discouraged speculators. The French 
Government withdrew the Reichsmark notes in Alsace-Lorraine, paying to 
holders 15 francs to the Reischsmark, compared with the German rate of 20 
francs and a nominal equivalent of 5 francs on the basis of the official franc- 
sterling rate and the mark rate of 40 to the pound fixed by “ Shaef 

France 

According to Paris reports, the Anglo-French financial negotiations hav: 
led to an agreement that this country is to supply France with goods equivalent 
to the $150 millions of supplies taken over by this country in America aftet 
the fall of France, payment to be made in the dollars hitherto held on blocked 
account to the credit of the French government. It is stated also that the 
Reynaud-Simon agreement has been cancelled, though presumably this refers 
to the now quite obsolete arrangements for sharing the external cost of the 
war and not to the balances accumulated in ou favour under the agreement 


Appointments and Retirements 
Barclays Bank (D. C. & O.)--Mr. W. O. Stevenson has been elected a 


deputy chairman and Mr. A. C. Barnes, D.5.0., O.B.E., a vice-chairman. 
Hambros Bank—Sir Charles J. Hambro, K.B.E., has been appointed 
deputy-chairman. 
> ’ " . > : : 

Lloyds Bank—Lord Balfour of Burleigh has accepted a seat on the board 
with a view to his becoming in the neat Regt its joint deputy chairman 
The District Bank, whose representative he has been on the Committee of 
London Clearing Bankers since in dk, Scnieinage Geman their board. 
Martins Bank-—Mr. Robert Vere Buxton, D.S.O., M.A., chairman of the 
London board, and Sir William Clare Lees, Bart., O.B.E., chairman of the 
Manchester board, have been elected deputy chairman of the bank. Head 
Office : Miss W. M. Maylam, from Lombard Street, has been appointed to the 


Staff Department to assist the staff manager in matters concerning the women 
members of the sta Lombard Street, Trustee Department: Mr. T. I. Bond 


hitherto assistant manager, has been appointed manager of this department 
in succession to Mr. C. R. Blackburne, who has retired. 


Midland Bank—Miss Edith Dunlop Jones, formerly of Dale Street, Liver- 
pool, has been appointed “ Lady Staff Superintendent and Welfare Officer 
Miss Dunlop Jones will superintend the ladies’ staff and will give special 
attention to their welfare not only in London and the home counties, but 
also in the provinces. 

Westminster Bank—Mr. A. G. Clifton-Brown, a partner in the firm o' 
Messrs. Brown, Shipley & Co., lias been appointed a director. 








